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Preface. 


This little book is designed to meet the re- 
quirements of the students preparing for the Inter- 
mediate Examination in Economics of the IT. P. 
Eoard and the Hagpore University. It covers the 
whole of the syllabus including the portions on 
Indian Economics. In writing a book of this kind 
it IS impossible to be original Hence the author 
has thought it wise to follow the mam outlines of 
Penson’s Economics of Every Da5'- Life which is 
one of the Text Books prescribed. No pains have 
been spared to make the subject as simple and in- 
telligible as possible. The aim and purpose of the 
author will be fulfilled if the book proves of any 
use to those for whom it is mainly written. 

The author -wishes to acknowledge his debt to 
Messis. S. M. Saravastar, B. A., R. S. Date, B.A., 
■W. R. Bhalerao and V K Dongre, for the help 
they have rendered him from time to time. 

In conclusion the author is much obliged to 
Messrs. Shah and Company, Educational Book- 
sellers of Agra for successfully carrying out the 
printing work. 


Indore : 
15th July 1925. 


The author. 







CHAPTER. I. 

INTRODUCTORY, 

DeUllitlOn. When we begin the study of a 
^ubieet, It IS usual to fi.irae a definition of it. But 
the beginning is not the point irhere we can frame 
a satisfactory and an easily intelligible one. For 
the very teims in which it will be expressed will 
not convev then full meaning and significance to 
the 1 eader, unless and until he is familiar with 
then whole scope and bearing on the subject 

Economics is a subiect which is full of such terms. 
There are terms with manifold meanings. For 
example, the teim, “Wealth” m the ordinary 
sense includes all the mateiial possessions, but m 
Economics its use is restricted to “all desirable things 
which satisfj'’ human wants, and which are scarce 
<ind exchangeable ” We have taken this word be- 
cause it IS with this ^vord that Economics is some- 
times defined. It is known as the Science of wealth. 

In spite of the above difficulties m our way, we 
shall proceed with the definition given by Mai shall 
He says “ EconoraicsjsjL§tiidv_oC S? f^Gy Iiye 
nnd-naQyejincnhm^in the.ordinary business^oOife:^’ 
What we study is Man, a leal human being The 
definition of Economics as being the study of wealth 
Is ei roneous m as much as it overlooks the impor- 
tance of’ the Human EUmeni which earns wealth 

(1) Economics, A Social science It would 
be out of the province of an elementary tieatiso 
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to discuss the claims o£ Economics to be rocKotu d 
either as a Science or an Art. We know that it js a 
Social Science. For each of man’s activities, inonil, 
juridical, economical, and political, tlicic is a dilfe- 
rent science known rcspectnelv ns Ethics, Law, Eto 
nomics and Politics. Economics, it is said, i& a pai t of 
the wider science of Sociology We will now see what 
relation Economics bears to these and other science^. 


(2) Economics and physical sciences. 

Economics js only, indircctlv. concerned ,whh 
physical law's It does not ti y to establish them 
It % sometimes concerned with pbjsicn) laws us^ 
premises, but never as conclusions 

(3) Economics and Ethics. There an* 
two kinds of sciences tii 2 , positive and noimafiie 
Positive sciences deal with the facts of tlie Univcisc 
as they are. While, normative sciences deal w itli the 
ideals of facts. Ethics is a normatl^ e science, in as* 
much as it lays down what conduct ought to be and 
not what it is. Ethic^lias a very paitial i elation to 
economics A man dpes7npt work only for his own 
selfish motives. There are present the sense of dutj", 

family,^ and a sympathelac attitude towards 
other human beings, These motives arc ethical as 
weir as economical 


(4) Economics and Politics. Economics 
IS concerned jyithjnan in Jus social as distinguished 
from his political relations, andTt lain certain denar t- 
mente of ^onomics that we are'conc^ned with men 
in rtieir social character as members of State-Pu6Z?r 
/wance Bjit there areJnShy^'oints hf contact bet- 
ween Economics and Politics, and_m its pracHcfll 


( 3 ) 

nspcc^ tile connection I>et\vcen the two ,^,_very 
intimate. 

(5) Economics and Sociology. Sociolo gy 
lias been defined “as a study of the natures and 

reiaided as members of 
’‘^^IPJSiynities, and_-tbe _ relations, betwen^th^^^’' 
(Chapman). Kis said that the complicat ed pheno- 
me na of TA ’Cal^ii, gtn - .got be .studied^ apart from., 
otbe^aspects of social life Economics thus becomes 
a branch of„sociol6gy.- - ' ’ - 


CHAPTER ir. 

ECONOMIC ACTIVITY. 

(1) The chief cause of man's activibes is that 
he has wants. These aie numerous and manifold 
in nature. In the primitive ages the savage has 
verj" few wants His nant was foi a morsel of 
meat, which he satisfied by killing wild animals. 
But to hunt tlicm he had to make tools. Thus 
each lecuriing want required a corresponding 
effort on his part TIicl first .stageLoLeconojmc hfe 
IS tbis^ tha t jjmnts -calLfor th^ 

Tn"*tlTe direct satisfaction of the want. 

(2) Indirect effort. As men progiess in 
enilization, they know advantages of pursumg 
different kinds of trades They distribute among 
themselves the various kinds ot work A person 
who IS ill and can not go to the foiest for hunting, 
will prepare say, tools, -ni do some other kind of 
“work at home Indeed, his wants aie not to be 




satisfied directly by doing this kind of work but 
he vnll have to find out some person who is readj 
to exchange say, meat for these tools Thus lie 
has satisfied his wants directly This, then is the 
second singe of development. The characteristic of 
this stage is the division of labour Thetefore it 
leads to baitei, that is to, sax, „ exchange. The 
diMsion of labour, however, is such that eKUch man 
works mdependently m pioducing an aiticle. A 
man had to do the woik of barter before he could 
satisfy his Avants, ^rter^is no„tbiiig_more_tlian 
exchange .^qne jhmgjol another ^ 


(3) Third stage In this Sstage man h.as ad- 
vanced much further than he was before. He has 
eamt to combine in group or to co-opeiate intli 
others to satisfy his wants As an illustration of, 
^ IS, we will toke the construction of a canoe 
a single man working out a canoe, 
thr +rpp^ fijoup of thiee or more One has feUed 
a ^ prepared the wood, and 

L ^ the covering and a 

construction” Her^we 

effim has combined 

of this stapp iR ri, The charactenshc 

from co- 

and TChic l j corn ;. into groups, _ 

3dIht-p,rod'uct Jn tii Charter 

^e that the mdividunf ^ ^^tration given above, ive 

eet It exchanged t o the canoe, 

arises as regards the tip ^ ^ difhculty lioAV 

IS to take the cort this corn Who 

tue corn,' This brings us to the 


nmpPSK 
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known in ]5_con_oniKS^ab D istri bution The corn is to 
be dibtnbuted among these persons 

(4) Fourth stag’s. In the primitive stages 
pxchange was eftected by barter. But modern life 
■\nth all Its complexities presents altogether new 
clithcultieB which barter can not remove We will 
understand this well if we illustrate these difiicul- 
ties by an example Suppose a man has, say, wood 
with him, and is in need of corn. He must find 
out a person who has corn to spare and is 
also in need of wood In short, there must be the 
double coincidence of barter. In order to obviate 
these difficulties, money has been introduced. 
Whatever a person produces is expressed in terms 
of money income An intermediary is thus intro- 
duced between wants and their satisfaction It is 
income which is spending power and a man spends 
as much as bis income will allow him to do The. 
characteristic of. this stage is tlie introduction .^jof 
money, thus splitting up exchange by barter into 
two parts. One of which called sale comes before 
distribution and the other which is called purcha/je 
comes after distnbution 


CHAPTER III. 

PROD UCTION 

(1) Wealth and Q-oods In the previous chaptei 
we have seen that economic effort was chiefly direc- 
ted towaids the production of wealth. In order to 
understand this statement we must see what vealtli 
and production mean. Wealth m the ordinal j'' 
sense of the word means material possessions 


( c 


of tlifTcrcnt KukI'^. Wh^'n 
of a iJ('r«on, wc incliule in it iii*' ianJ srltl lioti*^ 
his aim, VMS, his inon^'v an<i other hon‘^1'^' 
Koods W c must tah<' prcftiulioo to 
Koofls from wealth. “GoexK arc nil HiiW; 

■ill things that hntisfv Imtnan A* 

aho sdtisfies unnU, it is tlc-irnhV 'I’iiei rfore ^C2U'- 
wmsists of tliosc things %\hich ssti^fv luinrtn 
ami am desirablo Honce all vM-alth ^ 

g()ods but not all gomls nro con‘-idrr< d nf '''rulfi- 

A 0 will illnstraio this distinctam bj a <h(!gi“a’» ' 

fVeui/Zi is a sniiillcr iirele< fornr 
ing inrt of, a nider one of go(«h> 
dome qoodi, are xi'diUh 
all xcealili is goods. In the 
lowing table an attoinpt 
lieen made to gl\ e tlio dilTeten' 
chissea of goods. 


GOODS 



AppiOpflftlcU 

n ) ] nncl. 


goods 


A a alcr Soniy It, 


^<"11 frf". 


^Inlcrtnl 


’^(in mnirHal 


1 Miisrurabli 
(2) FiiuiJiiiro, bruid 


Non traoRfcrable 

internn) m Pcif^al 
non tmuRlcmbk ’ 
VrnLiilt.oR, hnbitR, ■- -■ 


'MlCs) 


Extern »I or personni 
tmti>acrabte 
ta) j^ood iviu of a 

baome'^s 
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I’Voni the nliove table it will be quite easy to 
id out wliat ^roods are wealth and what are not 
Mo^e\\bich me marked ( 1 ), ( 2 ) and ( 8 ) are eco- 
vne *100 fh or wealth. 

It IS certain that both wealth and goods possess 
ility which is the power to satisfy wants. Wealth 
distinguished from goods by two more differen- 
iting attributes winch are scarcity and exchange- 
')ihty Wc uill cite a better definition of wealth 
om the strict economic point of view. ‘^Wealth 
inHibts of 111) goods, material and n on.- material 
Inch _^isry„ Aonie_ Iminnn. jvant, ..vjneh. are 
ot supplied by nature in such abundance as .to 
jtTsfy. all buman_^ wants ip regard to them, and 
^ he owneislnp of which can be, exchanged 

(Dr. P. Basu). 

( 2 ) Production defined. Let us now 
urn to the meaning of production. Man says Dr. 
Marshall ‘^^njipt create^material tbrngs*!! JiHe 
jnly Ranges the form or ari'angement of mattei 
to make i t convenient t o s atisfy his wants ” It is 
sometime^ said that a tiader does not produce nnv- 
/ithing. He only sells things produced by others 
But It is not true. Although the trader has not 
produced the coin bim‘;clf, he has no doubt created 
a utility in bringing it to a place where it would 
find purcha^'ers Here we are introduced to three 
kinds of utilities. They are form utility, place 
utility and time utility. The carpenter who makes 
a chair out of a log of wood is said to create form 
or shape utility The furniture dealer who takes 
the chair to the market creates place utility A 
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trader wbo stores up coin for selling: it when thcr>’^ 
IS a great demand for it creates a time utility. 

(3) Froductmty of labour. IVc have 
feen thiougliout oui eiinev of wants and tbeir 
satisfaction that there is an cftoi t on the puit of man. 
Tn othci woids he perform^ some sort of lalxmr. 
Theie is a oiffeience of opinion nniong-it w'l.tdrr on 
economics legoiding the pioduccivitj labour Some 
say that laboui is to be ludgcd from two ^^‘Uld- 
pomts ms (I) Piodaciivc and (11) l'n])iodncUie 
Others do not attach much iniporl'ince to this dn' 
tinction. We know that all hbour contubut;^ 
towards producing some cifoct We sliould thou 
say with Dr, Mai shall that ‘ It would be best 
to regaid all lahoui as j>roducti\e except that 
which failed to promote the nun towatd'^ 
which it was directed ind so produced id 
utility.’ Nothing depends upon tiio productiaitv 
or unproductivity oL laboiu We uumt keej> onr, 
attention on the degree of productivity. It is the 
amount of produce and not ineic produce which 
matters most The diftercnces in the dcgice of pro 
ductive elToit play in all impoitant part in the 
social and economic condition of individuals and 
of nations They, theiefoie, dcsei \ e c,iiofnl studv. 

U) Productive effort The nature of* 
prodnctive effoit is to bo studied Irom thiee. 
pointb of new (1) the combined pioductive effort 
o many groups (2) the productive effoit of a 
particulai gioup (3) the productive effort of kn 
individual worker 

^(I) It mchidcs the sum total of all the efforts' 
ertaben with a view to satisfy wants d’herc 

I 
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IS no organization among the groups Ea'cli is 
working fot his own wants,' quit^ uhconsfci6ii^ Of 
the faet tliiit his effort is a sort of Oonfhbutioli £6 
a much wider effort. 

(IT) I'his is distinguished from the previous 
group (1) division of labpui being arranged on 
a definite plan, and (2) the co-operation being 
effected deliberately. There are six types of indus- 
trial groups of this kind “they are respectiyi^I:^ 
engaged m (a) farming or commerce (b) manufac- 
ture (c) transport (d) commerce ,(e) financial mat- 
ters (f) retail trade These no doubt differ much 
in size and composition There are certain features 
common to all these types. 0) The group has got 
the employers, capitalists an^d labourers who strive 
for the prosperity of their bdfeihfek as a whole and 
for the reiVaVd of the serViCek fbn'dered 6y them, 
(ii) In every group there is the ^organiser who 
directs and controls the efforts of the individual 
members of the group 

(III) MthOugh thd output^of ah oi*'gani^^' 
group is due to th6 combiried efforts of mhny, yet 
a single individual has also contributed to the 
<iu'ality and quantity of that output The chkYdC- 
ter of an indii^idual plays a great part iP the pro§- 
pe'rity of a business. There are two features Of 
the indiv idual’s work, (i) The dependence of oh’e 
member upon another. Both the employer and 
the employee are dependent on eaeh olh^rrthe 
fotmer for the efforts of the latter, wh6 in turn re- 
quire the careful organising capacity of the' former*. 
Besides, an individual can hot do his work unlbss 
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Rome one has supplied him A\ith th^ 

should take a careful nolo, 
ot the example cited by Penson). (ii) Ibewk 
fi iricomplete An emplojee cannot Bn 

spTf V prepared a certain thing solely by bint 
. *^rily contributed in a partial mensurt 

t«t?ri " ^ If , preparation of tliat thing. Let u? 
hv c example of pin-tnakmg as given 

“ OriQ ^ith, the founder of liconoraic Science ^ 
third the wire ; another straights it; a 

at the ton t- ’ ^ points it , a fifth grinds il 

Tims each person 
c’E a pin. ^ some effort towauK the completion 


TRi? IV 

The nh 1 ^ PRODUCTION. 
are (1) Land^M^'^T agents of pioductiol 

««a.d oriamy^'l^ CJ) Capital Soro 

Iron We n m uuderetiuid 

these well if -sve '=ti3rlw if ^ meamng of each,o 

(1) La»d T, t” 

atnctly economic ZJ i '^sed in ic 

surface of the earth 

derstood comprehensiveh to 
animate and manimate nJn 
bemgs--natureahichSo7nr‘' humai 

MarshulPs definition of t use Di 
requires mention « g,, ™y nsetiil am 

'trwt sense'ot'lrSf ‘ 

o£ _the_ matenal inT wj wholi 


on 
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rce ly ft>i ma n’s akl^jii JaDdjmd_water, ip 
'SljOniESisSr” 1-and IS generally distinguished 
'ram cnjiital as a separate factoi of production It is 
laimcd for instance, that land is a gift of nature 
'slide capital IS product of laboLii Again, land is 
ndestiuctible while capital is perithable. But this 
listinction saj’s Dr Maishall is a “Loose one” 
The qualities which give^ value to tlie land are not 
indesti'ucLible. The chemical ingiedients require 
often to be renesscd The only distinguishing 
leature of things classed as land is that men can 
not inciease their quantity. 

Land has a value as a factor of production be- 
cause it yield-s some concrete produce The pro- 
ductivity of land depends upon two essential quali- 
ties VIC, (i) Fertility and (li) Situation 

(2) Fertility. We see that every land does 
not yield a good produce There are cei tain lands 
which contain sods that aie most fertile, while 
there are others which are nearly barren. Man 
has succeeded in having a control over the charac- 
ter of land. He can make some land^ yield large 
amount of produce. He has studied the propeitie'^ 
of each sod, and has found out the lequirements of 
each. By certain chemical artifices he can perma- 
lentlj’ change the character of a land We must 
lere note in particulai the ‘original and indestruc 
able properties of land ’ as Ricardo called them. 
These are the annuity that nature has given it of 
mnliglit, air and lain It is on these that the fer- 
:dity of land depends It is true that human 
oeings can make a land yield as greater a produce 
Is the}' can But there is a check put to their 
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efforts by lyljat i<5 known m Economics as the law 
of JJiTuinishing ReluTtis. 

<3) Law of Diminishing Returns. In 

gncultural land there is at every time a maxiimim 
return from the application of capital and labour 
ihis appli^ition of capital and labour is called a 

^ ^hich just compensates the 
cultivator may be said to be the marginal do6t 
s-nd the return to it the maioinnl return, WTien 

r4eZi^ '' justpajs Its 

hnrwhieiT! It to the 

i-V.P=a margin of culiioation With 

expenence til ii t')i ^**tovators have learnt from 

on a particular quality of TanI Tf tr” 

S&“®tl”y w,n’f„Tto '>oses of capital md labour 
outpS & cc 7 beeiiining get an increasing 

inqi^ease Let n. n proportion t<» 

pose thTcultivii^V of ^ 

%d that they <ret fiffpp P^^*^^olar piece op land 
an acre Vhen thev }in\ ”^^onds of wheat from 
^mgated^S^ times l ^ 

ploughs sixteen times and fi now 
m^iunds of ^^h^t as 

saj^ eight additional nlonorh, That is to 

adihtional raaund of \vheat secured one 

% S ?Kye'Le?s'‘of 

-- ^ ^loughmgs 
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Jiimerl T' * '“Otc than he ha^. 

niorelamlS “^ts moje than five seers. 

“ P''oP"tionate increase has foi 

aftpr ^ “'^‘■rased OHtput. Blit 

nllf “‘■tarn stage has been leadiea ciery suc- 
ceeding dose has 'faegun to jieid a less than p“ 
por oiiate increase. We are now in a position to 
make a statcment^of the law. It is thus stated by 

thl’ increase in the capital and 

tie m the cultivation of land causes m 

ixenei-al u less than proportionate increase in the 
arnoiint produced, unless it happens to coincide 
With an improvement in the art of agriculture ” 
it a proportionate increase in dose of capital and 
laDour ^\ould have brought a proportionate increase 
in the amount raised, there ivould be no limit to 

expenditure on a gi\en piece of land. But this 
IS not so. 


ITT examine the statement of the laAv. 

\V e have the words in ‘general’ in it. It means 
that in patticulai cases, the law does not operate 
n individual cultivator may have an increased 
output. But it cannot be true of all 

The^ second limitation to this law is that its 
appli^tion IS limited to a period during which the 
does not change raateriallj . Al- 
hough new improvements in the ait of cultivation 
are introduced, it would be fora ceihiin time that 
the return would be projiortiODatelj large, but the 
law vill soon come into operation vhen a certain 
point is reached after which each succeeding dose 
ot cyipital and labour will bring on a proportionate- 
ly dnniLushing return. 


( 14 ) 


(4) Situation Wcbme t»<j fiirbcm 'low- 
ing ^v]th the fertility of liind. Let ii^i novr con 
sidcr the other requibitc me. f^itu.ition. The 
of agrictiltnr.il land dcjiends iib imicli upon Mtus' 
tion ns It does upon firtility. A rnun mIio h*3 
hind close to a large citt \m 11 grow fruit 
legctnblcs iihich he can fell miicb more than ivliost 
and inai7e if grown on the Mime hand But in tk 
countri tlieie is> no market for these (fruit'*) prt> 
ducts and con'-eriucntlj he will not grow them. A 
land iTi.i> be \ery feitiie, but it will litue no valnp 
if It IS fituuted in a wild piiiglo In this rc-port 
it will he les» vain ible than an oidniarj landwladi 
j lelds le=;s produce hut is f-ituated near uoaic 
market As means of traiisiHirrntion incre'i*=c dst 
by day, tne fcitile lands which are situiitcd in a ffl* 
remoter area, tire being grjulually brought ini'? 
contact with Markets, h'nihv.ajs lm%e facilitated tin* 
to a much greater cvieiit Cnltn.itors can increase 
tlie produce with certamtj that the output woiiB 
be taken to dibPmt places where it would ‘find 
good market 


Lnds cnio> the ad\iintage of he* 

lAliP situated near rivcra or ennnis. 

T f"'"'-''"'' o,n W .m.ie to ^iel^ 

^\hic\i nrp if? ''■riyHtiriri. Tlicre lire home 

easily maniT^ '^1 t house and tluw mwdi 
e.iSilMnanured than the holds at a distant 

a I ast emmSf ^ Resources of India, 1 ndi.i 
conditions virv^frn"^ T climaoc 

«nd Fnited ‘Rl Punjab 

we used for ^ big livers which 

oatmg and fertilising \ustaieft-“' 
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^he soils m one part are verv rich while m others 
hey are extremely poor. Owing to the variety of 
lunatic conditions, the soil produces different 

- inds of crops. Gold, coal, petroleum manganese 
-'Jnd iron are found in considerable quantities m 
’■J'ome provinces, “The forest produce of India too 
' 'S varied and rich and its economic possibihtie& are 
hteadily being realized. Excellent qualities of tim- 
roer, and fibres, grasses and dcstillation products, 
-s>il-seeds, tan and dyes, gums and resms, rubber, 

- 'amboo, canes, drugs and spices are found m these 
; Drests. Many of these products are calculated to 
>: apply raw materials for industries ” (Eale V G.) 

(b) Soil and Climate. The most extensive 
^'nd important from the point of view of agricul- 
i^ure are the alluvial soils They cover the greater 
dreas of Sind, Gujrat, Rujputana, the Punjab, the 
r^Jmted Piovinces, Bengal and the exteri<^ive tracts 
/'n Assam and Burma, the Goda\ari, the Kiishna 
■i’nd the Tanjoie di'^tricts of Madias. The'^e soil- 
'liffei m diffeient parts of the countrj In some 
iIucpn we find soils which are porous and light 
hese are easily worked by the plough. In other 
j)laces, thev are non- porous and clayey A large 
,.'ariety of rabt and ilianf crops are grown on 
yuese soils. 

! Besides this, there are the black cotton '^oiK, 
trap soils and the crystalline soils. The black 
cotton soils are generally found in the tracts of the 
rEeccan, some districts of Bombay and aPo in some 
harts of Madras, The ciops, usually grov n on 
these soils, are W'heat, cotton, Iin’seed and millets 
(The crystalline soils are found in the whole of the 
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Deccnn, Central Pro\inccg, Hytlerabid end Kntbm* 
Avar The chief crope grown are millece and 
pulfics The crj'stalhne soils are most suited to 
the growth of rice. In general it iniij be muI that 
these soils are dry. This nb'jencc of moisture in 
the land makes the supply of water an absolute 
necessity in the Indian agriculture. 

(7) Climate. As the wh6le of the peninsula 
fills within the trOpics, the climate is hot It is 
no doubt true that there are variations in the cli- 
matic conditions of India The Northern Indiii b^- 
ing out of the tropic of cancer, the climatic condi- 
taons are very complex In the Punjab and th6 
North- \N estern Fiontier Provinces, there is extreme 
heat in summer and bitter cold in winter In 
Bfengal and A'^sara the winter is mild and the sum- 
mer 13 moderately hot Smd, the Punjab and 
Itajputma are dry, nlide the atmosphere in' AsMin 
IS saturateil with moisture India 13 chiefly an 
agucultimul country. Shelias, therefore, to de- 
pend much upon the rainfall which is influenced 
y the ^“%nmtion of the countrv Ou the Eas- 
tern and the Western Ghats, there is a heavy ram- 
a 1 owing to the south-west monsoons. And ns 

y grown here in large quantities Th<i W 

theTpt 1”'^“ bS 

effect upon thp o ^ ^^ 1 ^ ^ Jjreat 

eject upon the agncultural conditions 

v.-'s i-sr 
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ridden over 1 ) 5 ’ inigation. 

(8) IiS/bourj To obtain tbc necessaries of 
life, every In mg being is required to do certain 
amount of woik. 11ns work is known m Econo- 
mics as Laboui. It includes the work done by 
human beings but excludes that which is done by 
animals. When we speak of a labourer, we gene- 
rally mean one who does manual work, We over- 
look the other essential quality of the labourer trz. 
his intellect A person would at the first instance 
be puzzled to hear of the intellect of the labourer. 
But we know that there are certain kinds of occu- 
pations which require both the manual as well as 
the intellectual labour of a. person. Much depends 
upon the efficiency of labour in production We 
will therefore make a careful study of this factdi. 

(9) Efficiency of Labour. If we suppose 
that the supply of the other factors of production is 
constant, we will find that the amount of produce 
raised will depend upon the number of labourers. 
Indeed, it will not do to have a laige number of 
labourers merely. A small number of skilled 
labourers would produce much more than- a large 
number of lazy and unskilled ones would do The 
supply of labour comes from the population of the 
country. Hence a brief survey of population will 
not be out of place here. 

(10) Population. For the study of popu- 
lation, we must go to Malthus whose Essay on 
population is the source of furthenthought upon 
the subject by the modern economistB, Malthus’ 
three propositions are r 
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I. Population IS necessaiilj limited by mean's 
oE subsistence. These are ^ tood, fuel, clothing, 
shelter etc.” 

II. Population invariably increases when the 
means of subsistence increase unless prevented by 
powerful and obvious checks But the increase 
in the means of subsistence must be such as the 
mass of the people can command. 


III. “ These checks w’hich keep the population 
down to the level with the means of subsistence are 
first (i) Positive 2 e those which increase the deatk 
rate e»q. Epidemics, wars etc. and secondly' {zi) 
Preventive, those which dimmish the biitli rate e.g, 
moral restraint” (Nicholson). The substantini 
soundness of Malthus’ mam propositions is un- 
disputed But in detail he is open to criticism For 
example, population docs not alnajs increase upto 
tfie limits of food In considering the truth aboul 
toe laws of population it should be remembered .that 
(1) they were formulated at the time of great 
to French AVare, bad ayetem o£ poor 
r^eE etc (2) that JlalthoE perhaps overestimated 
the potontid rate o£ mcrcase m population and 
^deresfimated the force of moral restraiUt ( 3) that 

the effects on food sup^yof 

Sm^tXeSn);”' 

and Distribution of Porni- 

country^i^ra 

wnoie, there are on toe . average 75 uersons tn a 
square mile. In British Territory the nTmber o£ 
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square mileB IS 2^3 and m the Native States 100. 
riie density oC population vanes in the diffeient 
parts o£ the countrj' and is dependent upon the 


ditions. The following 

table will show he 

density varies in different 

provinces. 


Province 

Density per Sq 

Madras 

• 0 

291 

Bombay 

» 0 

145 

Bengal 

• • t 

551 

United Provinces 

• 0 0 

427 

Central Piovinces 

• 0 « 

122 

Burma 

0 • 0 

53 

Punjab 

0* 

117 

Bchar and Orissa 

0 • • 

344 


Mile. 


F rom the above table it is quite evident that where 
theie is sufficient niinfall, there is a large number 
of people residing Tlie reason bemg that India is 
chiefly an agricultural countiy and her population;, 
is mainly dependent iqxin this industry. Hence 
where there are good facilities ot increased produc- 
tion, we will find that there the number is the 
greatest Tlie population of this country is main- 
ly rural. Only 9’o p c of the population are 
found in towns with over 5000 persons each 
There are only 30 towns with a population of over 
100,000. Blit the number of villages is no less 
than 730,000. 


Distribution of Population. The majori- 
ty of the female sex is not to be counted as the 
producers of wealth. Only the females of Lower 
- Classes do some work m the way of producing 
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wo'ilih. Besides this there nro the old Miid very 
voung persons who do not contubute nn^ 
to the country’s pioducbon j^ow ilic remaining 
per-'Ons are distributed into sevciid occupations. 
Over 72 p c of the population of India earns its 
livelihood by agiiculture IndustnCb maintain 
11*2 p c and trade and tianspoit b b and 1 G res- 
pectively The rest of the people arc engaged in 
the following occujjntioiib — 

Professions and liberal at ts ••• I*" PC. 

Domestic seivicc,-' •*. ••• j» 

Public adramistrrtion . . ... „ 

Public force ... ‘77 „ 

Plxtraction of minerals ... ‘17 ,, 

Insuftoientlv describeil oecnpatious 2*9 „ 
Unproductue oceupations ... 1‘1 „ 

Par^jons Ining chiedy on tliGir incomes ‘17 „ 

In India it is trnej British iiile has abolished 
civil war, and total population has increased very 
rapidly during the last century as Hallways, irri- 
gation works and othei modern innovations have 
added to the productive capacity of the country. 
But famine IS still lamentably ficquent and in 
spite of industrial piogres'? it would seem to be 
true that the population readily rises upto the 
limits of the means of subsistence.” (LaytonJ 
Introduction to an Essay on population bj 
Maltbus), In the course of the last ton y’ears 
(1911-23) the actual increase has been -3,918,736 
or 1*2 percent. 

Means of Communication and Trans- 
portation in India. Hoads were first construe- 
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totl in the Mohnne.lun uile bnico ihcn the 
Government; hu^ made roads all over the 
Coiujtry connccun;^ the chief lovns. Besides 
tlic-e the rhei*s ha\c been used jis hi^fhw.ns 
The Indus', tlie Irrunadi, the Ganges and the 
Brahmaputra have licen the chief means of inland 
navigation. Tliese n\ers carry on a gi cater por- 
tion of tlie internal Ir.ide of the country. 

ith the ad\ ent of the steam engines, Railvaj s 
begun to spread ovu the countiy The first three 
lines were constructed lor experimenting m 1845. 
These ^^ele (1) from Calcutta to Bamganj (E. I 
Railway) (i) Bombay to Kahnn (0 I B. Rad way) 
and (.S; Madras to Arkonum (M S M Railway). 
Indian Rnd«.i\ building is said to have been * 
can led on, on a «ciioih scale during the legime of 
Loid Dulhousic. At the present day we find 
that nenilv the vliole of the Peninsula has been 
intersected by the network of Railways. Tliese 
have pro\idcd many economic facilities. (!) They 
lia\c decreased the cost of travelling and (2) Sur- 
plus population can be removed to sparccely popu- 
lated areas. (3) They have helped manufacturers 
by cheap and q^uick tinnsport 

Irrigation. We have seen while studying 
climate that lamfall m India is not sufficient to 
meet the requirements of the country. In some 
places there are absolutely verj' little ' rams, TviiLle 
on the Ghats and the coast strips, they are abun- 
dant. The defitiency of rams has been covered 
paitially by irrigation. There are iiveis like the 
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Indus, the Ganges the Jamnn and Godavan 
s\hicli ha\e been used for irugating large and 
extensive tiactb of the country. This has com- 
pletely changed the condition of the agricultuial 
lands here Where there ivere barren and diy 
areas of lands lying useless, we find there green 
plains all cultivated and yielding a large 
amount of produce. There has been during the 
last forty years a steady growth m the area 
irrigated by Goveinment. From 10.5 millions 


acres m 1878-79 the aiea annually irrigated rose 
to 19 25 acres m 1901 and to 28 millions acres 
in 1910-20 Out of the total cropped area only 
14 per cent is iingated. Irrigation is earned out 
on difiEerent lines in different places. Theie are 
fiist of uU the inundation canals. AVater is , sup- 
plied to the fields bj'^ leading it from rivers and 
streams by means of inundation canals. These > 
are mainly to be found in the basis of the Indus ' 
and its tributaries (Secondly there are the 
perennial canals. These are to be found in United 
Provinces, the Punjab and Madras. The important 
m these <^nals are the Jamna canal the Ban 
Doab canal (in the Punjab) and ope in the deltas 
of Mahanadi in Orissa. In the U. P. the 
(^nges and the Lower Ganges canals are the two 
principal perennial canals FmaUv there are' 

fnTfladrT^^f Bombay 

Sm m rtf. if The Periyar 

most mcerestmg reservoir scheme in India. 
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(12) Requisite of the efficiency of Lab- 
our. The efficiency of labour depends upon (i) 
health and vigor (ii) skill and (iii) moral qaalitiC'^. 

(1) These generally depend upon the climate 
ond surroundings of the labourer's residence. Jf 
the climate be too hot, it will exhaust the labourer’s 
energy very much The surroundings of a labour- 
er’s quarters play a great part m the moulding of his 
physique. If he works in the country where he gets 
ample fresh air and where his cottage is not situa- 
ted in crowded locality, he will become strong and 
vigorous But m a town where houses are crowd- 
ed, it is very difficult to find much of open space and 
air. Factories are located in crowded places where 
the labourer’s life simply rots for want of fresh air. 

Much depends upon the quality of food too. 
“Food must supply the nitrogeneous and other 
elements that are required to build up growing 
tissues and to repair the Avaste of body. It must 
also afford heat some of whicli must be capable of 
being converted into muscular force And for 
this purpose carbonaseous food, when it can be 
properly digested, is the cheapest,” (Marshall), 

(2) Skill. A skilled labouier does more 
work in less time'and that too quite to the satis' 
faction of the employer. It requires a good deal 
of training and practice in order that a labourer 
should be welTskilled in a particular occupation, 
the illustration of a Potter given by Moreland id 
tvortby of our^ attention. “ The wbrk- of 'a POtteit . 
fbr instance looks very siniple ;'he spins hie ^heel# 
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tluowa a o[ cliiv in it it v\itli his 

h.tiKl'i, toiiclios It \Mtli u kiiilf and then •!!> the 
wheel comcb to ic^t, tikes off the 3 -u or cup mIucU 
he has mule iinh puts it witli othois to be baled'' 
The authoi fill thcr remarks that if the spectator 
who H quite unuserl to this kiml of work, were to 
take the Potter’s place, he would not he able to do a 
3ot of it On the contrary he m ill confuse the whole 
thing We then see that the chief requisites for the 
attainment of this ‘^ort of skill is practice Tiio 
potter has been watching his father work on the 
wheel and was under hib training. Besides tbis^ a 
labourer is lequued to use his discretion in some 
kinds of wmrk, such as those in Factoiies. 

(3)» Moral Qualities. These include the 
labourer’s icgulantv, honesty and diligence If a 
labourer works hard and hone': tlv he will no doubt 
do much work He is often left alone to mind his 
own business where if he tiifte with his 30b he w'lU 
produce nothing or anv little In some busincbses 
theie .lie valuable matenals which are supplied to 
thewovkmun. If he is honest, he will be ti listed 
otherwise he would be constantly required to be 
watched by tlic JIanagei. 


CHAPTER V. 

^ CAPITAL AND ORGANIZATION. 

of'?*!®'*’’ 8«”erallr defined ns 

that part oE a iKrson a atoct from which he e-mpcts 

to, denve an income dt covers the materSr a 
than has for use, the goods he.has ready ^ 
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tlie^ toolo aiul niadiinoiy he uses and tlic money 
whic 1 lie umi)lo^\s in paying nages and in otlier 
expenditure incidental to the ])rocesb o£ lu'oduction 
\\hich lie ibcirrying out Wo must heie distinguisli 
faetnceii tllutpa^toi.Lpcl•:;on'b^\ealth^^hlch is cajatul 
and thit ivhioli is not, Maisludl has brought out 
this distmetion very clearlj. Re says ‘‘We should 
use the vp’ord wcaltli m preference to capital i\hen 
our attention is directed to the relation m which 
the stock of useful things stand to general well- 
being, to methods ot consumption and to pleasuies 
of possession; and that we should use the teim 
capital u hen our attention is directed to those att- 
ributes of productiveness and piospectiveness 
%\hich attach to all stored up fruits of luuniui 
effort but are more prominent m some than in 
others We should use the term capital '’i\hen 
considering things as agent of pioduction and we 
should speak of the term wealth when considering 
them as results of production, as subjects of con- 
sumption and as yielding pleasures of possession”. 
Suppose a person has got 50 mds of Avheat with 
him. *If he stores tins up with the intention to 
make good money out of it when it will have great 
demand, it will be a capitid to him While if he 
uses it for his own consumption, then it will be 
called wealth, Tlie same thing may be capital to 
one and wealth to other. Thus a motoi car av.11 he 
wealth to a rich person aa'Iio uses it for pleasuie. On 
the conti'ary it is “capital to a Doctoi who iides it 
to visit his patients and thereby earns an income. 

(2). G-rowth of Capital. In ancient times 
people did not saAc much capital because tlieic 
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was no secmity that Tvhat one Ijas ^^nved Ik' 
be able to enjoy it There were higli -waymcii 
and robbers w'ho were a constant source of tinib 
ble in this respect Now as the ivoild h.is pin- 
grcssed and there is the piotection of the b'fsilo, 
people aie less m danger of losing what the\ hpie 
accumulated It will be w'oi th our while to 5tud\ 
the cause that lead to the glow th of capital in a 
country. 


Surplus Produce. “The maximum that can 
be added to the material capital of any society 
( uring any period is the total net product i e. the 
excess of produce during that period over wdmt is 
nee ed^to provide for the efliciencj' necessary of the 

workeis and the supply of raw' mateimls. In con- 

people to save ra* 
tner than consume, we are concerned w ith the will 

11 j effected durirtg any 

period will depend upon two groups of causes: 

nat,™T;SuXnrmei;r” ■*’’ 

resources and powers Vffi- 

The a™ Jut 

dirmt ““ purposes e g. taxation. (:v) In- 

nateeo£Snd,h <=“ tade. |v)The 

tent of E='- 

and commanimtion fvmi^Th "t transport 

conntry^ V'") The credit system of the 


Will to, save depends 


upouJ-— 
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(i) ^ Socinitj winch includes («) Secuntj 
tint wdiich IS ''ji\ed wil] be presei’ved or enjoyed by 
thcownei ^5ccurlty aftOided by state against 

'lolcnceoi liaudb, bleach of contiact on the imitof 
ziuhviduaJs. (u) Piotcction against the aibitrary 
exaction of tlic Government itself, (in) Secuiity 
against tlic \ lolence and uncei tainty of the powers 
of 'iiatme The other factors are the affection for 
one’s faimh, mto oi interest and hope of rising 
in a social scale. 

■^(3) Forms of Capital, (i) Covsumptio7t\copi’ 

iaL ‘‘These consist of goodsmafoim to satisfy 
wants directly. These arc food, clothes, house- 
room etc. (ii) Avxiliary or Jnsiruwental Capiiat. 
This kind of capital consists of all kinds of goods 
tliat aid labour in production. These are tools, 
machines, factories, Knilw^avs and law materials 
ol all kinds (in) Ciniduitvg Copitdl Capital 
which fulfils the whole of its office in the pi educ- 
tion in which it is engaged by a single use is 
kiiown as circulating capital e g. Raw' material?, 
finished' goods (iv) Fixed Capital, Capital 
which IS capable of lendreing repealed services is 
called fixed capital -e. g- buildings, plant, [machi- 
nery. 

(4) Org-anization. We wail study this fac- 
tor on the ‘following lines, (i) Influence of ma- 
chinery on manual labour (ii) Division of 
laboui. (ill), JxK:ali 7 .ation of industries (lii) Large 
and small ^cale production 

(A) Machineiry. Every body knows that 
piactice make*' men perfect A per'^on becomes 
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quite an expert bv tiding the s tme tiling wiinv 
tunes It then becomfs.i so* f of routine work to 
him But ivlien it is *-0, a a nettcr that it shouH 
be replaced by come more {''uitFul and rn^y incthoil., 
Machinery has gic'uK* substituted inannnl labour 
nml that too to a guvit 'uhnnl igc- 

Adva 7 Uat/< — The adiantagcs winch are a^crib 
etl to the subaliiution of uvichiit' r> are the fol- 
low mg ; — 

(1) Tt can wntk fistcr than the lull nan limb' 
can Tuo\e. 


(id It woilsnioie leeni.itdy that the human 
Imibs, heeause itcxnrth repeats its movements; 
whereas o\cn the most dextcroiiH operative can 
not depend upon o\aetlv repeating his mot omenta. 


• in) Tt ronioi e^ tin bnricis between different 
trades Itveiv whcic the ni*ichiner\ is generally 
the same Ihe difference is of a ^ely slight 
degree, thorofoi c a person w ho is working say, m 
a watch jactory w ill leadiK iid.ipt Iinnsclf to the 
innchinerv m a i knife f‘ic(or\ it he is required to 
give up his louucr Noevtion 


(iv) It undertakes w orb w ich is bc> ond the stre- 
ngth ol an average labourer ‘ Tlie stupendous 
01 CCS of Nature can be pressea ,tito the sersicc 

rnarhml exist to transmit tliom, and 

machine^ for them to drive.” (Chapman). 

IS umfnrS work, that which 

over b? monotonous m gradually taken 

e machine, which thus becomes stes- 
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;dily noro nutomatic and self aclins . till atla^t 
(there is nothing for the liand to do, but to suppiv 
the material at CPI tain internals and to take a\^ay 
ithe work when fmislied (Maivdiall). 

(B) Division of Labour. When miichi 
nerj was introduced, each indnidual ivas lequiied 
to do tt particulai kind of work. This dnision can 
be effected in different nay';, (l) In a Milage, peo 
pie take up to particular indiT^tnes. The wants of 
the people in it aie satisfied bj those who follow 
different locations (2) Secondly tlieie is an- 
other aspect ot the division me dnision into pio* 
cesses each complete in itself “ At the piesent time 
hoots arc often made bs"- hand-s and in certain cases 
a single workman may do all the work himself, 
but for the most part boots are made in factories. 
The work is then divided up into several processes, 
each inv*ol\ ing the use of a special t>pe of machine 
A worker becomes expert in a paiticular process ” 
(Penson). 

Advantages : — (i) Dexterity of the worker 
is increased through constant practice of the same 
thing. 

(i) Workers can be classified according to 
their capacities and full emplo;jmeiit can be given 
to the implements 

I 

(m) Economy of time There is no waste of 
time m passing from one form of work to another, 
and in starting different operations. 

(iv) Continuous specialization promotes the 
discovery of invention- 
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(\) Division of liibbui >,liorteu^ Die pcnot) of 
apprenticeshii) (Nichoisou). 

Disadvantages, — (i) Labourer’s mind tends .to 
grow narrower owing to the restricted character oL 
his work 


(u) Excessive specialization of individual. 

(ill) Monotony of constantly repeating the 
san^ process tends to intellectual dulness and 
inefficiency. 


(iv) Evuls of factory system , indirectly tend 
to make labourers unhealthy. 

+/, ^ocahEatioD. of Industries or Tern- 

^ I^uhour. Theie are many 

causes which have led to the localization of indus- 
tries. iiie pi eminent among these are ■ — 

(i) The character of the climate and soil. 

Doirl ^ matemls or 

to be ^ach Industrie tends 

S of a to 

o» tL Jute. M II." % 'Thus =11 most 

BomW AhoS® r <=lore to Calcutta. 

as oTef centero^ are known 

let centres of cotton spinning and 'so on'. 

cular pW it^s 4iU] V localized m a iiarti- 

fGhowm^reasons’.!!! long<'foi->the _ 

»nd 
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(2) Incliifctiies frrov»- up whicl] lire subsidiaiy 
to the mam induslry 

(3) j\reiins oE communication aie adopted both 
to the acqnibition of raAv mateiials and to the mar- 
keting of product, (NichoKon) 

(D) Large and Small Scale Production. 

Advantages — 

(1) There can be a better classification of 
labour according to its capacity 

(2) Applied machinery can be so ad 3 nsted as to 
give full employment to the motive power 

{3) Impiovements can be nior^ readily adopted, 

(“i) Sm,dl inventions can be encouraged. 

(o) Expert skill (which is very costly; can be 
called into a greater extent. 

(6) Better Agents can be employed in a selec- 
tion of mateniils and of process. 

17) Better control of departments. One 
department can be put into hands of corapetant 
managers while the energies of the head of the 
department are devoted to general superintendence 
an,d organization. 

(8) A large business deals m great quantities 
and therefore cheaply; it pays low frieghts and 
saves on carnage in many ways, particularly if it 
has a Railway siding. 

(9) It often sells in large quantities and thus, 

saves itself trouble. ^ ^ ^ 

(10) It’often spends large aums in advertis*^ 
ing by commercial travellers. 
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(11) It c>in male use of waste pioducts 

On the other hand, tlie small scale pioduction 
offeu advantagoa ot its own. 

0) The small manufacturer saves m surer- 
mtendence. 

(2) He gains much from the modem diffusion 
ot trade knowledge Whenever there is any new 
m\ emion in trade or industry, it does not remain 
a -rade secret for the peisons who make this aie 
generally students of science nither than traders. 
O'lni-ihall). 

There are the followmg limitations to'produc-' 

tion on large scale, ' 

fill nV ^ypps of businesses ni e more success- 

Ave In VP ^ ° ^ scale. As 

can suDPiinJ^^ri manufacturer 

^n supeiintend his woik \erv caiefnllv f.ir 

P 1 attention of the employer to every detail. 

BometLef^foUowSd^by Production is 

return Thp bpp a i ^ Proportionate' 

n.sW .eturnrt'wf™ 

mg the feitihty of land) itiP 

on agricultural Inn^i i ^ operation of this law 

operates for some tim ° “®>^nfacture this -law 
An increase m capital diiection. 

advantages of divisiJm F^i 
production The amn and large scale 

m proportion to the mpv a increased 

and labour. mcreased application of capital 
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^ Law of Increasing Returns, The application 
of increased dose of capital and labour brings on other 
things being equal a more than proportionate return. 

Law of Constant Return, It some times 
happens that the return neither diminishes nor 
increases but remains constant. 

(3) The third limitation is the extent of 
market. The division of labour, as Adams Smith 
tells us, lb limited by the extent of the market. 
The goods ivhich are manufactured must find 
a market otherivise there is no use of producing 
them on a large scale The manufacturer produces 
with the hope that what he produces will be pur- 
chased by the customers. He can lower the price 
(which a large scale manufacturer can convemently 
do) and thus attract customers to his shop. He 
must produce those things only which have a 
general demand. 

(5) Development of Industrial Organiza- 
tion. This has been very continuous and differ- 
ent in different countries. It, therefore, requires 
a bnef survey. 

Self supporting groups. ‘'We mean by this 
stage that a group of people themselves produce all 
the things which they require and they obtain 
nothing from the group outside. ’ (Penson.^ In 
India we find many villages where this group sys- 
tem is still in vogue. Each village is a self-con- 
tained unit. 

When the means of communication and trans- 
port increased people began to keep communication 
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■with petfspns o£ other towns ' There arose ccpih’es 
o£ trade and industry ivlieie labourers flockon ui 
from neighbouring villages to earn their hung; 
organisation began to be pursued on definite lines 
Trom the town life we are bianight to the consi- 
deration of larious forms of industiial' organisii' 
tion. 


The Gilds This system characterised the in- 
dustrial life of Europe for several centimes “With 
the increase of wealth, however, a twofold process 
w ent on The gilds grew more grasping and e^clu- 
sive, until they became monopolistic bodies proving 
a drag upon industry instead of a help ^Icmbci- 
ship was confined ^to a select few wdiose right lo 
practise trade was inherited Ncwei industries' 

started whenever they could, independent of thb 
crafts ” (Seligman) ^ ' 

> I 1 

But the gilds giadually began to decline in 
importance From this stage w'c noiv" pass to the 
state regulation of Industry and Cominerce, to a 
pohey known as mercantilism, by w’hich the Indus- 
try and Commerce, of the country were used as a 
means of securmg 'National power, and the 'in- 
terests of the individual were ' subordinated "to 
those of the country at large, (Penson). 


This brought on many chtinges with , it 

^ (1) Industry beconies diversified and there ’ 

IS a great ad\ anco in industrial art, ’ ' 


the cLitoro[Tbo\?e? “ -n 
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'u) 111 the to\vu<5 tho ciMt‘t=;man followed his 

own peeuliar calling us-iiistcd b\ bis appi entices and 
journej -nieii 

The Industrial reuolution >' This '1ms been 
clmractc‘i mcfl by the following changes . — 

( 1 ) 'Theoiitioduetion -of machinery., relieved 
the laboiuer ot.much ot his manual work. 

' ^ (2) ^Theie is an employer who owns the machi- 
ner> and tools Maniifactiiici no longer means 
the hand-uoikei, hut the individual who emplojcs 
olheis 'lo vvoik for him 

I ' ’ 

(3) ' Development of Capital led to ' keener com- 

petition. blew , classes oL capitalistic middlemen 
uiose I , ,.o t 

Chnges in Agriculture (i) - Crops were 
made, niuch heavier and, theie was greatei variety 
of them 

“■ (2; The cultivable aic.i was increased, 

i 

' ,(3) Laige farming took the place of small and 
capitalism became a feature ot ngiicultiire pisE ns ^ 
It did of inanulacturing industr^v, 

(4) Agriculturer labour was put to much 
loss" ’ He migiatcd to the tow no vvdieie newH es- 
hiblished mdubtiy ciciitcd a demand toi him. 

H)/ Mch aie iiow vvorking in laigc] industrial 
groups 

I- ' ' 
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CHAPTER VI. 

EXCHANGE 

0) Total and marginal Utility. In oar 
Btudy of e\'change, Ave Bhall have to deal 'witli certnin 
terms Avnicli ■we must clenHy understand. 2'otal 
^ * y IS the total satisfaction got by consutning a 
commodity. While marginal utihty m ,the utility 
of a commodity which a^pei son is on tlie margin of 
doubt to TOnsume^or, not. If a hungry travellei^ 
sees an apple, it lull have the highest utility for 
flT \ second apple it will still be 

satisfy a some what less intense 
totII 1 * c\cry additional apple Ins appetite 

y^til with, let us say, the 
be onS\^'’.'''‘^T point here he will 
anv more rf” '*°“*'t whether to consume 
eallftH /iMo'z utility of this tenth apple is 
ailed. Awl or rmrg^nal, because on the mimsin 

dity for jmotilifJ* exchange of one comino- 

we mSt stalr;a.^" t° undeistand barter, 
filled before tr^ ™ftt‘r'i 

a certain thing ,md wishes to’^oTi ^ c“°“ 

Other thing Mhinli n ^ exchange it for some 

This imXs that ha b 

amount of sacrifice m undergo a certain . 

In a less complex societv ' 

out any difficulty but- 

sons coming forw^’rdtn+i!^'^ more per- 

hy barter becomes a dS^U exchange 

this 

ea-^y toi a peison to get the 
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best o£ the bargain m his transactions, and the 
range o£ final rates o£ exchange would consequent- 
ly be reduced. ^ This brings us to the difSculties 
,,o£ barter It is true that when there are divisible 
.commodities and when they have a proportional 
.value, people will find it convenient to exchange them 
,for other commodities. But where the commodity 
•can not be ^divided , without some loss of value, 
barter isjif no use. Again, it is very difi^cult for 
a person to find^out some one else who is in need 
of^vhat this man posseses and can supply him the 
thing he Iwants. Money has been introduced to 
avoid these difficulties, 

(3) Value and Price. The word Value” 
says Adam Smith “has two different meanings and ' 
sometimes expresses the utility of some particular 
object and sometimes the power of purchasing other 
goods which the possession of that object conveys.” 
The former is known as value in use, while the 
latter as exchange value. The exchange value of 
one thing in terras of another at any place or time 
is the amount ot that second thing which can be 
got then and there in exchange for the first. 
Value expressed in terms of money is called price. 

How is Value determined ? There are 
many considerations which a seller has in view 
when he offers any thing for sale. He tries his 
best to get a maximum price for his commodity, 
But he has a minimum also, beyond which he wiil 
not be willing to part with it. On the contrary, 
there is a buyer who has a certain maximum which 
be >7 111 be wilhng to offer if he thinks that 
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iL '.\ti 11(1 n »t Ij • woiih his wliilc to pmcbnsp ital 
.1 hmli'-i prut* BuskJcs IicamU trj us fnr ns 
possible to offei a little less tlieii the muMnniin 
price. \\>, thcrcfoie, finA out that the bitjrr bns 
a tleinaml £oi and the acllei ii suppl> of the co* 
mmoditiCft 


The price of commodities nb\ ays {ltictiiate.i liehrcen 
tbeseller’s minimum uiidthc biijcr’s iniiKinium.' If 
tlip seller IS not voiy Ivceii about his iiiiniinum b6 ' 
s\ill lower bispncetou very small extent. On 
the other hand the bujci’s demand bcin;^ intense, 
be will bo prepared to push foiward liis ninx'imnm 
by a little bit Thus a point will bii reached when 
both the havers and sellers will find it woith their 
while to settle the bargain. Wlieii ibcrc are more 
selleis and bujcis the price ib usimlly determined 
by competition. The sellers will sell their comnio* 
dities to the person who offers the highest 
price. 


(d) Demand. WTiat really determines value ' 
IS the inteiaction o£ the Forces of demalid and 
supply. Strictly speaking demand denotes desire, 
out theie aic other tw'o constituents of demand; * 
A meie desire to possess a thing will he of no u\uil 
It theie are no means for purchasing it and also a 
willingness to toi go these means. An indivuUfd's 
demand for a commodity depends on the price of, 
.ie. commodity offered fdrsalc Ifthciuiee be 


n.ryV. u 1 siiu- ictnciuiee 

Wl^nmV'^ ' of it, if It be low, llO 
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^This law can be stater] like this “\Vith tbc incre- 
ase in the amount of a tlnng a man has’, the ea;rer- 
ness oE Ins dcs.sre to obtain more dimmibhes ’ We 
become gradualism- indifferent to mangoes as'wc go on 
consuming a larger quantitj’^ of them until atlii^t 
the .utility biCli AVc deiive from them begins to 
dimmisli and results in disutilitj^ Etci jdiody is 
ready to purchase a ceitam amount of a commoditjm- 
but after the point of satiaty IS i cached his desiie 
to obtain nioic dcci eases. If the piice of that 
commodity’ had been a little less, he would ha\e 
perhaps puichased moi6 of it, but at the existing 
price he does not think Avorth his Avhile to buy 
moie of it We aviII illustrate this by a diagram. 
Let AB, BC, CD, EL^ stand ,for, successi\e mere- 
raeut^ of a commodity, say, ounces of tea consumed 
by certain personV per Areek.^ The satisfaction 
'' drawn from one ounce 'of tea. is 

^ ' ' 'represented by the rectangle on 

' f '■’ * - A^B and from two ounces by that 
< f ‘ on BC and so on. The rectangles 
> BC, CD, DE & Fb’ represent 

‘ ‘ 'the additional increments' niade. 

Then our law states that the lec- 
' tangles Avill get less and less *ih 

L B C D JSilr 'height as we .pass from left to 
right. ’ As we mc^s’e our consumption of -tea^ the 
total utility 'enjoyed by ^us incr^^s, at any rate, 
upto^a point but it increases’ at a-^diminisHmg rate.^ ' 

‘ ' Demand Sched^lel Tt is a table showing the 
amount that would be demanded at .^each’ possiME 
price.' ‘Wo will' try to under'stend the schedule' by' 
an' iflustratidn.- An umbrella' manufacturer atiU 
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inanufucturo as many nmbrellus as it would be 
liseh for Inm to sell at the price he asks for them. 
If the price be le‘5S he will attract more castoiner'^, 
if It be high, lie •mil find less iieoplc to purchubC 
them. 


If the price per umbrella, Annual demand will be 
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If these numbers aie arranged m a diagram we 
Will get the demand curve. 


Let OX and OY be dratvn, the one horizontally, the 
other vertically. Let unite of price be marked on 
A and the number of umbrellas demanded annu- 
ally m a city be marked on 
OX. Now if the price be 
Ss 5/. per umbt-ella, very 
^6>v^eople ■will come forward 
to buy them and the annual 
demand would be, say, 100. 
As the price is gradually 
^ lowered more people are temp' 
D' ted to buy and the annual de- 
, I,,. maud teiids to increase. If we 
6 U 0 X wmnt^to know any mterme- 

diug number of ^ pnees for a correspon- 

ber on OxSid d the num- 

to, thk pomt 

toe curve DD which is called the de- 
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mp.iid cuive. From the point of intersection draw 
:i line perpendicular to cut OX at a point. This 
point will be the price at which the given number 
of umbrellas i\ ill be demanded. 


LB/W of Demsmd. We are now in a position 
to give tl stitement of the Law of demand, “ The 
greatei the amount to be sold, the smaller must be 
the pi ice at which it is offered in order that it may- 
find purcliasers, or in other words, the amount 
demanded increases with a fall in pnee and dimi- 
nishes ivith a rise in price.” (Marshall.) 


Elasticity of Demand.. If a smaller alteration 
(rise or fall) m the price of a commodity produces 
a relatively larger alteration in the demand for it, 
then the demand is siud to be elasttc. Very few 
people buy watches m tlie ordinary circumstances 
But if suddenly the pnee of these were reduced 
many people will oome forward to buy. Thus a 
a small fall m the price of watches has bi ought 
about a great alteration in the demand for them 
Demand for necessaries reraams nearly the same 
even if there is a great alteration in the price If 
the price of wheat falls very much, people will not 
consume more of it than they do at present, while 
if it be very high they will probably consume as 
much as they do now. The change, if it be at all, 
in the degree of consumption would be very shght. 
This is the case of the inelasticity of demand. “ If 
a considerable alteration in price fails to affect the 
demand much, then the demand is said to be 
inelastic.” 
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(5) Supply. Supply 18 quite distinct from 
the stock Tvhich is the quantity of goods that could 
he sold, vrhile the former is the quantity that could 
be sold at a certain price The supply price is 
governed by the cost of producing the commodity 
offered for sale and the gam of the manufacturer 
thereform 


Blasitciiy of supply. The higher the price,' 
the more the sellers are willing to sell aPd "vice 
versa If the supply quickly responds to changes 
of price, it is said to be elastic, if it responds slowly 
or does not respond at all, it is said to be inelastic, 
oupply price is generally determined by shoit and 
long periods If the supply is limited m stock and 
can not be increasd atonce it ^v^l] be melastid But 
if time "^ere allowed to multiply amount of the 
commodity demanded, it will be elastic. Different 
manufacturers have different cost prices A profit 
to one may mean a loss to another. Then how 
are we to determine the price of a thing? This 

and supply. When at any giveh time the demand is 

gteater than supply, the sellpro 

the, r commodities Thus mor7™o'^,“'‘' ^ 

forvrnrd fr. cmii j i ^ Daore people will come 
torward to sell, and less wJ! come to buv On the 

eellSs ^1 bwe7the^ p™r*Thm 1 ““" 

approach one^ another^? th^' ^duaUy 

at which they Znc! equate. The price 

price. ^ ^ normal ot market 



( 43 ) 

(6) Markets. In every day la,nguage the 
vord market is used ;n more meanipgs thaw one. 
When we speak o£ a market our attention is gene- 
rally concentrated on a budding or enclosure 
where several kinds of pronsions apd other goods 
are offered for sale. But from an economic stand- 
point, this is not the real defimtion of markets. 
We may define tlie term Market for apy oommodity 
as a place or region where buyers and sellers are 
in free mtercourse -with one another. The buyers 
and sellers may all be m one place, as in the gram 
or cotton markets, but this is not a necessary con- 
dition, for people now can manage to live at a 
distance and still maintain free intercourse tlu'ough 
posts and telegraphs There are ^arlous stages 
m the development of maikets the significance 
of which IS well worthy of consideration. 

(i) Localization of markets. It saves much, 
of the time which used to be spent by buyers and 
selleis m moving about to meet one another. For 
a localized market, there is a cei tain place where 
goods are displayed. In such a place the buyers 
and sellers are crowded together and there is much 
competition between them In the localized market 
there is likely to be one price at one time for one- 
commodity. 

(n) Tlie system of selling by sample. It 
saves the carriage of bulky goods to the market. 
In such Markets, there is a wider area of supply 
and ccmpetition within it grows more thoiough- 
gomg m action. 

(ill) The adoption of selling by grade is a step 
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m the develojpnieni of certain marl els For selling ' 
by grade the various qruUities of commodities are 
arranged in separate classes to each of ivhich is 
given a distinguishing maik or name. When 
grading has been effected, a buyer can purchase 
without seeing samples but by simply referrmg to 
the mark or name of the grade which he wants. 

(in) Difereniiation of markets The original 
market is a mixed market It is now split up into 
sections, into fruit market, the cattle market, the 
textile market and so on (Chapman ) 

(7) Imports and Export of India, 
imports. e shall examine the salient 
features of import and exjiort trade of India 
during 1922-23 Taking first import trade, 
we may notiee that cotton mnnvfaetayes are still 
the most prominent of indi\ idual items During 
the year 1922-23, the total imports mnder this head 
increased in value to Rs 70 crores, as compared to 
its 16 crores in the pre war year 1913—14, 


Machinery and Mill Work. This ranked next 

in impoi tance to that of cotton manufactures. The 

total value of the imports of machinery of all kinds 

decreased from Rs 35 crores m 1921-22 to Rs 24 

crores The heaviest decreases were shown in jute 

machinery showed an 
increase in these imports. , 

ononCZf “ order o£ 
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Siiqar. Trade \mis depressed, o^\ing to cxces- 
Bive stocks held at the end o£ 1921-ii2, and heavy- 
losses due to the continuous fall m prices of Java 
sugar. The total quantity imported both refined 
and unrefined decreased by 39 p c to 442000 tons. 
Generally speaking, the higher puces which ruled 
in the preceding 3^ear3 ha\ c given an impetus to the 
Indian sugar industry. 

Bailway and Rolling Stock. After the 

termination of -u^ar the v alue ot imports under this 
head steadilj’- increased from Us 905 lakhs in 
1919-21 and Rs 2,186 lakhs in thefollowmg year 

The remaining articles of imports aie Mineral 
Oils, Hardware, Silk, liquois and Motoi vehicles. 
These showed a tendency to increase during the 
last two years 

Export-S. During the year 1922-23, cotton^ raw 
and manufactuied, displaced yite from the: positions 
of priority. Exports of raw cotton from India 
increased to 3,362,000 bales as compared with 
2,982,000 bales in 1921-22 

Jute, Under jute and jute manufactures the 
figures of 1922— 23 showed a marked improvement 
upon those of 1921— 22. The total exports of jute 
cloth were 1254 million yards, valued at Rs 2,432 
lakhs as compared with 1120 million yards valued 
at Rs 1,593 lakhs in 1921-22. 

FoodiGrains and Flour. These amounted to 
Rs 4,249 lakhs in value as against Rs 2,999 lakhs 
in 1921-22 The total quantity exported amounted 
to 2-6 million tons, which represented an inciease 
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oE j7 p c. over ^ cat ’s fij^urc due to the rcmo\fil oE 
emharqo on the export of iice. The India ^\heat 
crop for 1921-22 was estimated at 9.8 million 
tons, aBcorapaied wuth 6.7 inillion tons m 192U-21 

The remaining export* are Oil-seeds, Tea and 
Hide and Skins There w.is in fact a large in- 
crease in the \aiue oE exports of lac, jnte manu- 
Eactures, raw cotton, raw hides and skins, wheat, 
tea and hnseod and rape seed wdule cotton jam 
and rice show'cd some noticeal)le decrease. On the 
import side, the impoit under the catcgniy of food, 
dunk and tobacco decre.iscd by Rs 279 lakhs as 
compared with 1922 due inainlj to smaller imxiorti: 
of wheat and salt 


CHAPTER VII 


MONEY AND BANKING. 

(l) Functions of monoy We saw^ (wdule 
standing the inconvenience oE barter how* money 
had to be introduced in order to facilitate exchaime 
transactions. ° 


The primary functions of money are three. — 

(a) To provide a general medium of exchange. 

(b) A common measure of value. 

(c) A standard £or deEerred payments. 

in PTTt'Vionllf 1 *^ commodity obtains money 
any tbinn he°bl money he can buy 

only^Lt ^««ey effects the exchange 

from the direct exchange by bX!' 
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(li) AVhen we speak of money as a pleasure of 
value we refer to the values of the commodities at 
a given time, \A’^e mea<5ure the values of these 
things in terms of money and by doing so we com- 
pare the values of these things to one another. 

(in) In business transaction time is an impor- 
tant element. It is this time element which gives 
rise to the third function of money vn. to provide 
a standard for Deferred payments. Persons often 
make contracts to giv^e and receive certain sums of 
money at futuie dates. These contracts are based 
on the value of money The persons who make 
these contracts are certain about the stability of the 
value of monej'. If money means one thing in the 
beginning and something else at the end of a con- 
tract the expectations of these piersons would not 
be fulfiled. 

Closely alhed to the above functions of money 
is its function as a store of value. When we save 
tnoney^ it is important that when we want it again 
we should be able to find it intact. It must not 
deteriorate by the lapse of time. 

(2) Qualities of a Q-ood Metalic Money. 

Historically almost every commodity has been used 
for money. Whatever happened to be common 
and widely wanted served as money. Articles of 
food like rice, wheat, etc. weapons like knives, ini- 
pleraents, ^clothing made of wool or leather, ani- 
mals such as sheep ; ornaments hke beads, ivoryj, 
and metals like irons, copper etc. have beeP em- 
ployed at one time or another. (Sehgman). 
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With the spreading of civilization gold and' 
silver came to be recognized as the best metals 
suited to the puipose The diaiacteristics of a 
good metallic inone^' aie as tollows . — 

(i) AccepLibildy, In order that money 
should pel form the function of a medium , of ex- 
change, It should be accepted by persons a\ hen it is 
ofEeied in payment of anj’’ thing. People should 
have guarantee that what they accept they must, in 
turn, be able to pass on to others for exchange. 

(ii) Portability Because money is to be used 
lor exchange transactions, it should be of such a 
bulk and weight as would be convenient for a per- 
son to send to some other place or to carry it bun- 
self from one place to another 

(ill) DurnbdUy Persons do not make use of 
money as soon as they receive it. They wait until 
they are required to make other transactions with 
its aid. Thus the money commodity has to remain 
idle for some time. It should therefore be un- 
amenable to deterioration and to the rapid wear 
and tear by use 

« 

(iv) Homogeneity and cognisabihiy In order 
that money should perform the function of 
of a measure Of value, it should be homogeheons 
i e it should consist of such parts as are of, an 
^ual size and weight, and are of the same value. 
Besides this, people should be able to recognise 
it at once when it is offered for acceptiince. 

(v) Divisiblity, This qiiahty is closely allied 
to that of homogeneity. The money commodity 
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bbould be snch ns cnn be divided intxD parts 
^\ithout any loss in its value. 

(vi) FtxtUf of vahie. As a standard for de- 
ferred payment the money commodity should 
ul\\ays possess the same value in order that it may 
iioc occasion any inconvenience m beiii" accepted. 

(3) Forms of Money. In early times there 
were no coinsj gold and silver passed in circula- 
tion in lumps Payments were made by weight 
This i"? known as currency bv weight. Giadu 
ally thc^se were given a definite shape and fineness. 
Shapes of all binds were tried. But it was decided 
to have all coins made circular in shape with stamps 
on both the sides. With the advance of society, 
people began to realize tlie grave dangers of the com 
Iwing fraudulently counteifietcd and some metal 
lieing removed from it They then devised the 
device of milling the edges of the coins, ivhicli 
would soon detect these things. 

(a) Legal tender. It is all money which can 
lie offered in limited or unlimited quantities in full 
discharge of debts. All Government money is legal 
tender, and in England,, Bank ol England notes, 
except that they are compulsorily convertible at 
the Bank. In india dhe rupee is full legal tender. 
But in England no peison is compelled to take in 
discharge of a debt more than Is worth of copper 
win and £2 worth of silver coins. The first 
coiners of money issued coins of ope metal and of 
one kind only. This system is known as single 
legal tender system and the countries, who adopt 
this are known as Alonometalliste While those 
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countnes in which two metals (gold and silver) are 
legal tender, are known as Bmeialhsfs Sta 7 idard 
money is that which is legal teodei for all debts 
and IS used as the standard to which the value 
of other money is refeiable. 


(6) Token Corns These are coins ■whose face 
value 18 greater than the intrinsic or metallic value, 
and who'se coinage is not free in the- sense that no 
person can demand that the Government should 
exchange his bulbous for coins The.se coins were 
issued to meet the demand of the people for srball 
change. In India the rupee is a token com, for its 
face value is greater than the value of bulhon con- 
tained in it. For some years the coinage of rupee 

was free but in 1893 the mints were closed for free 
coinage. 


Coinage. The term free coinage is employed 
in two senses. If the Government makes no 
charge for wmerting bullion into com, the coinage 
may be said to be free On the other hand, tree 
linage may mean the right of any owner of bulh- 
^ converted into coin. When we speal 

s«Sid term in the 

second sense. (Chapman). 

buUmn ^^’^‘^rament has to com the 

dual. It ^vs ^ 

bulhon V® ounce of 

®bch'’teSt”o*" ™ 

If the bullion k liable to make 

ounce fetches £3^1 7 T 9d England, an 

17s 9d. People are ready to suffer 
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the loss of l-Vd than to wait for a week or so at the 
mint, for the Bank of England pays this immediate- 
ly. There are some terms m this connection wind) 
need careful attention. 


Mintage or Brassage. It IS tlie sum levieil 
to co\cr the actual costs of coming bullion. While 
<tiguiorage is the surplus charge representing a net 
gam to the Go\ ei nment 


Debasement. When the seigniorage is impo- 
sed or increased on coins they ai e known as de- 
based. In this case the standard value is greater 
than the value of bullion or the jirecious metal 
contained in the coin 


Value of Money* Depnciation i'lie value 
of money is its purchasing power and can be learnt 
only from the general level of prices Pnees of 
single commodities may rise or fall because of le- 
lative variations in the forces which effect pai ticular 
demand and supply. But theie can be no change 
m the prices of all commodities unless there is a 
corresponding change in the value of money. In 
order to undei stand the statement clearly, we wi 
have to explain briefly the quantity theory o moi^y. 
This theory is applicable to simple and primitive 
•state of things. The theory states that the value 
of money (or the level K 

>£iteT«antiY^;'^anCdlbectly- ^'l^h 
commodities; if money is lucreased, prices r ® , 

if commodities ate increased, pri^s will fa 
m proportion to the increase. “We will 
this by an example. Suppose in ^ 
are only 100 commodities and 100 
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suppose that all the commodities and all money arc 
put into cu’cukhon. In this circumstance each 
commodity will cost 1 rupee- Now double the 
quantity oE money. We find that 100 commodi- 
ties are to be bought with Its 200 That is to sai 
more rupees have to do less ivork winch means the 
purchasing power oE rupee 1ms fallen and price=» 
have iisen Thus^an,, jncreaae,m--,'the ^quaptity^f 
money baa brought about a fall in the value (irtyer- 
sjTy); If. on "the other hand, the quantity of nion-' 
ev IS kept unchanged and tliat of commodities is 
increased to 200, we shall find that less money will 
have to do more work. The result will be tliat for 
1 rupee we shall have to purchase two commodities 
which means that the pm chasing power of mone> 
has increased with a consequence that pi ices have 
fallen Theie areothei fnctol^ which determine the 
volume of money, Tber are rnpiditv of circulation, 
volume of exchange transactions and relations of 
credit to cash transactions It is out of the 
province of the present treatise to deal wuth these 
factors. From the above illustration of the theor^ 
we have learnt that the purchasing powei of money 
nses and falls i^f the value or the purchusiiigl 
power of money nses, we suvthatit has appreciated 1 
On the other hand, if it falls, monev' is said to ’be 
depriciated^'^ ' , 

(r^esham. s Law. Mo ney th e metahe value-of 
^|}i?h'-^~squakto-.ita~faceuyalue is known 

while that money whoSe face value is* j^ea- ^ 
me >5^ metallic value is knowm as bad money 
ine bri^est and most common form of state- 
ment of GreslWs Law is that ^had money drives 
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Whnnn of circalation. 

VVhnnc^ er there are two or more legal monev m 

circulation, the bad or the light corns will displace 

metal for ex- 
port or for melting pm poses Ihis law is not true 
m Its entiretj, for when there is a scarcitj of 
currency m a country both good and bad mone\ 
may circulate side by side even though one is of 
loss value than the other Gresham’s Law is only 
a statement of tendenej and as such it is true iin- 
cier rcrtain hjpothetical conditions It may now be 
oa 3 worded like this. When several forms of 
money are used in a country and if one of these is 
more useful for some other use than it is for raak- 
exchange^ then the loss valuable money will 
5»pp.iiiic the superior to the extent that the two 
f>ortion<t together exceed the need for enrrenev in 
-ountr5x 

Paper money. Paper money IS issued to 
economise the use of precious metals Paper monev 
miy be repr^entative in winch cash reser- 

'^^Sninst the notes issued amount to TOO p.c. or 
beliduciarv or credit money mvljicfi’c.'ite the 
^irt of the reserve may consist of seem ities. There 
however several forms of paper monej’’, but we 
J[di confine our attention to onlv two of them. 

•be substitution of paper money for soieiiegns 
esults in a great economy in the costs of moneta- 
y' system. Gold and Silver coins loose much of 
Jeir value by wear and tear. 

Cfmvertiijle Paper Monuj. Convertible paper 
loney is that which can be concerted' into bpUion 
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at the option of the holder. The Gt>vertiment 
which issues such money always keeps in reserve 
a sufficient amount of bullion to meet the demands 
of the holders of notes “The Government in 
issuing these notes is really doing a banking busi- 
ness whose safety' depends upon the degree in 
which the administration and the legislature under- 
stand the methods of hanking.” It is not neces- 
sary for the Government or the Bank issuing these 
notes to keep an amount of bullion equal to tlie 
actual notes in circulation People, it is expected, 
do no generally demand buUion all atonce The 
amount of notes issued b> the Bank of England 
IS always 18 :^ millions more than tlie gold kept 
in retoerve. 


Inconvertible Paper All paper monev 
tor the redemption of which in bullion on demand 
no arrangements are made, ib termed as “ Incon- 
vertible or Irredeemable ” paper money. Only 
Ortnernment can issue such kind of money. U is 

not n^ssary that the inconvertible paper money 
Bhould depnciate. If its quantity is stringently 
inmted, itmay ciiculate to its full value, parti- 
cuai y when people have faith in the issuer 
of ultimate convertibihty 

nrofitaWp n ^ money is so 

hi Government on 

Tve^sue it T temptation to 

issue mpon'vo compelled to 

expenditure '' P^^^per to finance their Jieavy 
“S.teT'' ‘has .ssued 

lumt to the amount oe CITZ!'''’ 
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Xl^o two tlniwh^ck^i of the overissue of paper 
r»v>ne^ are . — 

(0 The amount of money being increased, 
prices tend to rise (as we hme seen while study- 
ing the dcpriciutiou of money). 

(n) " The other disadvantage of this money 
is that it cannot be used in international trade, be- 
cause the merchants of other countries are not 
prepared to accept such money which is of no use 
to them and whicli tliej can not evclmnge for 
gold ’» 

(d) Credit. Ncai l.vall money whose metallic 
or intrinsic Aalue is less than the face value is 
credit money, because its acceptance depends upon 
the credit of the Goveinment or per'-ons who put 
It into circulation Credit depends upon trust and 
confidence A person who accepts promissorj 
note or a bill of exchange (to he explained later) 
trusts the person tendering it Besides he huu- 
^'clf offers it to other^^ witli a firm belief that it 
vvill l3e accejitcd by them. Credit facilitates trans- 
actions vrithout the actual use of money. In a 
trade between persons li\ing in the same country, 
credit finds no difficulty, but when we come to 
trade between one country and another, i\e must 
liave some medium which should perform the 
function of money When the currencies of the 
trading coiintrie'^ consist of the same metals, theie 
IS no difficulty in this But still the metal is to be 
exported or imported as the case may be, to settle 
the amount of indebtedness. 
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Foreign Exchange The inconvenience anrl 
trouble oE shipping gold is saved by what is known 
as bids of etchanqe These aie ordeis drawn by 
]terson8 o£ the c^editoi countiy on those of the 
(tebter country to pay up tliose amount stated in 
them Importers who hive to make remittances < 
abroad pm chase the orders issued by exporters of 
commodities to foreign countries, and send these 
to their creditors who realize the moiiey from 
people on whom the bills are drawn and who are 
themselves saied the trouble of ra.ikmg remittances 
to their own creditors If a balance of indebted'- 
ness remains after such adjustment has been made 
gold or Sliver is sent to make up the aniount 

An illustiation nould make the above more 
deal ” A merchant A in Krance, let us say, has im* 
ported Coffee fiom M in Brizil, while B in France 
has expoi ted the snirae value of sdk to N m Brizd. 
Instead of A sending monev to M and N sending 
it back to B It IS tar simpler foi A and B to settle 
mth each other in Pans, and M & hT m Rio de 
Janerio. B accordingly wntes an order known as a 
bill of exchange to R duecting him to pay M, oi 
in technical languaeo B draws on N; A buys thif 
bill from B and remits it to kf who presents it t< 
N and gets it cashed *Thu8 no money is exports 
but onlv one bill is drawn In as much as it r 
not always easy for the M’s and N’s to find ea^ 
other m Rio de Janeiio, and the A’s and B’s, n 

i i^sumg and pufchsihg sue- 

bill ti has become the function of the blinker dh 
the brokers ” (Sehgman). 
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We will summarise the above in the from of a 
table. 

France Brazil. 


A 

B 

M 

N 

Importer j 
of 
coffee 

Exporter 

of 

ailk 

1 

Exporter 
of j 

coffee 

Importer 

of 

silk 

A bujs tlie 
draft and re 
mlts it to M 

B draws on 
N 

1 

W presents 
it to N 

1 

N pnys it 


Bills of exchange serve the following purposes: — 

(i) Tliev give the owner’ the right to receive a 
specified sum of money at a given place and time, 
and this right can be bought and sold. 

(ii) They piovide a cheap and convenient way 
of paying debts incurred in a foreign country. 

(ill) Thej’^ enable a meichant to be paid for 
goods sent abroad in the money of his own 
country. 

Indian Currency We will try to give very 
brief summary of the Indian currency system and 
its development 

There were several kinds of coins in circulation 
m India during the ancient times Each kingdom 
possessed its own coins. Gold and silver coins 
were in circulation, but there was mo fixed rate 
between them. 
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The confnssion caused by the muldplicity and 
variety of coins led the East India Company to 
think of making tlie currency uniform. In 1806 
the Directors, of this Company directed that the 
coinage should be uniform Though” silver rupee 
vras the principal measure of value, yet they did 
not V ibh to introduce a silver currency to the 
exclusion of gold It ivas m 1818^ that jfche silver 
lupee was substituted for the gold pagoda of 
Madras^ presidency.” 

In 1835. the present silver rupee- was-Tormally 
establislmd as-the ^ standard com of the "whole of 
British India and gold v'as demonetised. Tt was 
enacted that “ no gold com shall henceforth be a ■ 
legal tender of payment m any of the territories 
of the East India Company.” But in 1^,41 the 
ofBcers.,in charge of public, treasunes .were .autho- 
rised to receive gold Mohors at.fixed rates which 
represented SI ratio of 15 to. 1 between silver and 
gold But the excessive discoveries of gold in 
Australia diminished its value and the order was 
vntbdrawn In 1 8^4 sovereigns and half sovereigns 
were made legal tender at the rate of one 
sovereign for 10 rupees 


18/" 3 the value of silver relatively 
o go d began to ^11 because the world^s output of 
silver Tvas much increased. This was due to the 
adoption by the_ countiues; knowinrs''lXtinTUmdn 
U ranee Belgium, Swtzerland and Italy) of gold 

suspension of the free coin- 
thp Sliver flowed to India anB 

g Mune of a rupee fell continuously. The 
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Government of Indiu suggested the adoption of 
gold stiindard while retaining the silver currency 
bu tr file proposal was vetoed by the Imperial 
Go\ ernjxieht. 

Currency Committes. There weie nearh 
four committes Avhich sat from time to time to 
consider the currency problems of India We 
shall attempt a very brief survej^ of the work done 
by them. 

When tlie Aalue of sil- 
ver be^in 'fo f a ll jmd the.GoA^rmment , could not 
succeed in ^hayuig a^gold standard, the Secietan^ 
of the "Ktate tor India appointed a committee to 
inquire and report on the matter. “ In accoi dance 
'With the recommendations of this Committee, Act 
^^0. VIII ol^lJ^To ^^was ^ passed^ providing foi the 
closin^jo£^„the_^,Indlan_,'tpJnts tpjthe' fiee coinage ol 
^®tir^j^and_silver, resen ing the power to ^Goy* 
crninent to coip^ rupees on its o\An <iccount Gold 
wa^fecpiyexl Jitjthe ^Indian mints in exchangejFqi 
ruj’^es^iyt^ thp rate ot 16d per rupee.^^ But m 
spite of this act the rate of exchange rose tempo- 
rarily, but could not be maintained and fell furthei 
even than before till in 1894,5 -the average late 
Avas \ 3_I.d. per rupee. 

, Foivhr Committee Thjs^coraraijttpp ^Avas_ ^_p- 
pomted m tS98. Tlie committee declared itself in 
favour of the effectiA;^ estabhahment of a gold ^tn,ii- 
dar^'accorapanjed by a gold currency The iiiper 
Was to continue as legal tender upto an unlimited 
extent. The value of rupee, in„terms, of gold Avas 
fixed at U, ,4d, The profit of the coinage of 
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entirdvTnL^^f^^ kept m gold as a special reserve 
the ordinarv the paper .currency reserye„and 
were first These proposals 

rrnmpntl afterwards the Gov- 

Avere nec^leS and 

used^b^^ p^ple^f^® IS not 

bulk of m3 P i ordinary transactions. The 

circulated at an artifi3^^ consists of coin which 
intnnsic value Th gi eater than the 

rency exrhileable'if 33^ 
market Since 189S iK ^ i ^^^^”'^t>onal money 
fluctuated t^nn. ^ r«Pee has not 

bnef period extent except tor a 

Gold qto j ^90^-08- 

posed This was pro- 

formed out of tile and_v^isJ;oT)e 

The^Id^"tKfi;‘^ac£m^^ .pmnage of rupees 

ableJm^oreignj^ernittanp 

^^T>efow gold oV«Vi^“"”^^'’^^^®'^®^‘*b-^^ohange 

P'iofitable'to IC 

It) ^pGp to 1906 the whh1p^ ^ bullion by shipping 
An England but in thnf- amount was" remitted 
P°^on of the reserve decided that a 

1907-08 it was TurlLr I^d^a. In 

the profits on coinage t Wf of 

railway. °^^Se to capital expenditure on 

J^^!®‘°/ommi8s3we shaJl^K Ike Cham- 

“lethod of maknng foreit^ consider India’s 

remittances. In India 
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the standard of value has been for many years 
a Silver rupee If there was a fall in the valu^^f 

<y^poi‘ters^ were benefited bj'j.t^ 
because they got .more rnp.ees fqi less sovereign^ 
Ilut thej^dian impoi ters were at a Joss, for ihe\ 
had tgj3^'_root:e-i:up^s to get tlie same qnantin 
of sovcieigns in London With Jth e ardo ptlon of 
trol d stor^ ard the_ problem of exchange became 
easy a nd ^ictuations in the rate of exchange^werc 
limitfid-r- ibecondly the Seccet(i_rv''of State h^ to 
‘'PendMarge amounts of inone 5 ^_jn London on be- 
half of jindia. He realise^these amount* by selling 
CO un al bill s jpn-the IndiaiL'treasury " TTiese bills 
are paid by the Indian Goveinment m India The 
European importers of Indian goods, vlio want 
to send money to India buy these bills and send 
them to the Indian Exporters (their creditors) who 
get them cashed at the treasuries. 

Ra/te of Sxch.ang'e The late ot exchange IS 
the rate at which a definite amount of foreign 
money can be obtained in that foreign country by 
payment of money ot one’s own countij^ Mint 
par of exchange is ob tuned by establishing a com- 
paiison between the currencies of the countries 
concerned based on the weight and finenes* of pre- 
cious metal contained in their respective standard 
coins The actual late will be abo\eoi below it 
IS a country has to receiv'c more or less from 
foreign countries than it owes to them. 

Fluctuations in the rate are limited to gold or 
the specie importing or exporting points, that is, 
the limit at which bullion or specie will be import- 
ed zf the balance of trade is adverse or favourable. 
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The Indian evplvmn-^ 

«.at one , uSe n-,U b„y fe iaTr.^^ r ■' 
a sovereign mil jj' ,1" I-oncTon wliil 

As we Imve mst seen tliermn'’"’ j^ombiv 

reverse councils and I, v 

niaintainb the value nf ‘ council bill- 

The rate of el-elnr.e ,rS '*'»« ''’'veroil. 

« a gieat demand for reiiiittoree'/ 
exports and will fall ulicn ^ ^'"''■■'0 

when there me very Z.l?’'” -’'I 

to India When latter I^tli to be made 

Wanee of trade is un7nvo “f? ' the 

method of council bills faiK 1“, ’ “ 5° the 

fn?""? “potting e-bld H there k a grom 
M'a. has to sell sterhim bni‘ ‘jo'emment of 
are known as reverse «" ^mndoi,' wfcji 

t»don f„.n the fiu„, m 

this commission Zre™a'rwiom°!l™"‘°'''^‘‘‘“"®“^ 

Use of notes shoul/^ i 
^Ji) The J c^^couragod. 

should be abolished" tlre"ra„ p'Per-currciic.v 

S’”™ •S“i.“S 1i" 'S VjJ 
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War and Currency. The gold excliangc 
system broke down during the war The rise m 
the price of silver destroyed it. It has been proved 
once m ore t^lwt the gold exchange~sy^em~guai’an • 
tgos n_ s^Ie exchange^ pTovided th£jp_rice_ qf^iilver 
^Gjjl^J Ps steady . The price of silver began to rise 
m 1916 and m May 1917 it rose to 57 d much 
above the bullion par of the rupee. The rupee 
began to be melted and special legislation had to 
be enacted in order to save it from being so. The 
rise in exchange proved very welcome to the Gov- 
ernment of India, as it reduced the burden of their 
sterling obligations. 

Babington Smith Committee. In 1919 a 
committee was appointed under the chairmanship 
of H. Babington Smith. On jthe recommendations 
of this Committee the ofiicijii money standard was 
changed from 15 Ks. to the sovereign to 10 rupees 
to sovereign. The rupee was then made equal to 
t^TO~sH^^^lngs jn gold. Owing to several difficulties 
the Government failed to maintain the rate and 
ultiraitely it let the exchange have its own course 

Paper Money. Before J.861 several ^ private 
bank notes w'ere issued,, but an JtHat .year the ^Gov- 
ernment withdrew the privilege of issuing notes 
fro mjbe pr esidency Banksj and undertook the issue 
dE paper „money Itself, so that it may be secured 
by adequate reserve and be made legal tender. In 
I8fi2-India was divided into circles of issue, there 
being a currency office in each circle. After 1910 
notes of the denominations of 5, 10, 50 and 100 
were universalized. In 1917 one rupee notes were 
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Ibolislicd'™”'’ 

•ict resorve. Bv tlio onginBi' 

TiLrl — f’;'''’!-''’ ";iB c.taW.shcil 
le reset ve inav bp held up ro the .unonnt of 120 

1" j invc.^fmei}t8 either in Kn<t“ 

land oi in jndi. of a kind .vhieli heuT inTcIesj: 

on hH abohshin- the limit 

India '’ccuiities of the Hovei nment of 

in£r?v!nmJ^^* fn JOngkmd thehank- 

founrit n People 

^nth them nnioiint of mono\ 

goldsmiths ti 

found ou ;i,»t /i goldsmiths afterwards 

money out 0 ^/^'^^! ^ conveniently lend some 

Ss o 1 meet the de* 

lend monev n, ^o 

gradually small\ ^ ^mall inteie^t Theie arose 

allowed interest upon'^Vm^ 
m due course of time that h j'" 

he might issup Ino credit increased, 

Bbape of a^fc notes ‘'''“ 

tbc Bank oE Ams^errl 

>»Bl=ofEnl|„tnhcr. 'If*'’ Tl.e 

hank was founded ill tow tI luiiwrbmt 

that the inodren h. ', k «'» Bank 

o inav be said to begin. 

2'unciionf! Tbp 

liink are deposit P^’^mary functions of a 

lending it on a certain oioney and discount-* 
certain interest, a third function is 
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also attributed to the Banks viz. of issuing noteso 
But this function belongs to the central Banks in 
other conn tiies. In India the Banks do not issue 
notes. The various functions are the following: — 

(i) They lemit money from one place to 
ancther on behalf of their clients. 

(ill They act as Agents in buying or selling 
securities 

(in) They finance a country’s trade and industry. 

Where no banks exist, people generally keep 
money m hoards This does not 'come into cir- 
culation and hence lies useless. But the bank 
by affording security brings this money into cir* 
cul.ition and thus helps the trade and industries of 
a country. With these preliminary and general 
remarks on banking we shall now turn to the 
Indian Banking system 

The Indian Banking System, The Indian 
Banking system consists of the following J 

(i) The Imperial Bank (formerly the Presi- 
dency Bank ) 

(li) The exchange Banks doing business in 
tins country as well as others 

(ui) The Indian joint stock Banks. 

(iv) Indegenous banking houses and bankers 
viz. Shroffs, Mahajan. 

. The Presidency Bank occupies a unique posi- 
tion in the Indian banking system. The 
ernment was d sliare holder of the bank and it 
((xovernment) has always deposited large sums 
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With It With the growth o£morc banking business, 
people found it necessary to have one central 
Bank A& the interest of all the thiec Prest- 
denc 3 '- banks were the same, it was urged to nnml- 
gamate them into one By the act of lb‘20 ^the 
Imperial bank was constituted. Tlie cnpitaT was 
increased The authorised capital of the new 
bauk was fixed at Rs 1125 lakhs. The Governing 
bodj'’ ol the uew_bank was“a centraLB oar'd. There 
were the President, and Vice-piesidents, the Con- 
troller of the Currency, Secictarics and one or two 
Managers The functions of the Bank are:— 

”,(i) Advancing and lending money, 

V (u) The drawing, accepting, discounting, bui- 
ing and selling of bills of exchange and other 
negotiable secmities payable in India or Cejdon. 

(ill) Receiving of deposits and keeping cash 
accounts The Bank has an office in London. 

y agreement the Government have appointed 
the Bank as their sole bankers in India. 


Exchange Bank These banks finance for* 
eign coraincice They receive deposits in Tpdia 

order to obtain funds 
1 ^^ purchase of discount of e^po^t 


The Joint Stock Banks The^e banks ar 
we"aU unS »toct Bant 

Stock Vinnk- 1 u ^^^’^oer of important Join 
Board of D.rpc? /^t'lbhshed under Tndiai 
oro and their share cipital avu 
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entirely nippoited by Indinns. “In 1913 nnd 
191-1 icboiit fifty of the newly started banfcTn- 
concerns bed to be closed The bank fa.h.res 
entaiJed loss and misery upon thousands, but they 
taught a lesson in banking management''. 

Indigenous Banking. The sin offs hve m 
all toy ns and they finance nenily the whole of 
the internal trade of India, but they never pui- 
ehase foieign bills The bulk of tlieii business con- 
sists in discounting tradei-’s Hiindis, and m making 
advances. In the village theMahajan lends money to 
the agriculturists at an exhorbitant rate, loans aie 
taken by the people on the security of land notes, 
or pawns of jeivellery or ns some times is the 
case, by mortgage of propeitv. Co*opertati\e 
credit societies are doing good vork to help 
people in this respect. We shall have to consider 
these societies fullj when we come to distribution 


CHAPTER Vlir 

DISTRIBUTION. 

The Problem of Distribution The 
economics of distribution accounts for the shaiing 
of wealth produced by a community among the 
ageuts or the owneis of the agents yhich have 
been active in its production The aggregate of 
the income of the people working in an industrial 
group IB known as joint income. It is this income 
which IS to be distributed among the members of 
that group. But when we say tliat tins income 
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is to be distributed, we are natarallj" led to ask 
"wbat should be the share of each induidunlin 
that group ?” Of course a pei son will be paid m 
jwoportion to his services But it is at times diffi- 
cult to measure the services rendered by sucli per- 
sons For, in such a gioup each person has not 
completed any work but has paitially helped to 
wards Its completion Cases there are wheie the 
question of distribution does not aiise at all Sup 
pose there is a farmer owning a land This farmei 
farms it without any aid of labour and consequent- 
ly the output which the farm yields t\ ill go to him 
alone But such cases are \eiy rare. In India it 
was true upto a certain time But now-a'da^P 
the agriculturist is required to depend upon other>- 
for the capital which is required in production 
In most case the cultivator himself is the labourer. 

With the advance of mdustiial life, there aro-c 
classes of employers and the emplojees With 
them the problem of distribution became still moie 
difficult It is said that there is an anithesi® bet- 
ween the two classes regarding the share of each 
m the distribution of the wealth that is pi educed 
by them. But so fai the production of uealtli 
la concerned, the interests of the two parties aie 
harmonious and the anthesis is unreal and mislead-' 
ing But when we come to the dittiibiition of 
this produced wealth, the anthesis becomes leid 
For the larger the share of one party, '^mallei mu'^t 
inevitably be the share of other The problem is 

of great importance, but It would be out the scope 

of an elementary treatise as tins to dialate upon 
it any further. 
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^Ve now come to a second question regarding 
di'^tnbution me. “wliat i< distributed”? That 
T\liich is die result of the joint effort of the agents 
of production is said to be distiibuted But before 
we divide this income among the agents we haic 
to take notice of the diffcience between the total 


out-put or gross product and the net product. 
The (rm.s product is the whole output of the in- 
dustrial group From thi< gro'?': product some 
income is laid aside foi the rejilacement of the 
nmed and nrculniinq capital of a business under- 
taking Buildings, machines, tools etc do not last 
for e\cr, but weai out giaduallj and a tune comc'^ 
when they have to be replaced If a producer 
does not provide foi then replacement out of hi^- 
produce but distiibutes all of it under othei heads, 
a time must come when Ins production is brought 
to a standstill. Hence the income which the pro- 
ducer sets aside for thi'^ ' depi iciation of cartel rs 
to be deducted fiom tlie gro‘-s product 
mianing IS know n U" the net product This net 
product of an mdustiy l^ wliatis distributed among 
the factors who helped to the production of the 

total output. Peison^ who have contributed to the 

pi eduction of a thing aie entitled to receive a sliaie 
of the Net pioduct, Services are rendered onlv 
when tieople expect to get something in re urn 
foi them. I There are hence as many shares in 
distubation as theie are factors m pio uc ion. 
The remuneration of labour is called waps, la 
of capital interest, that of laud rent, tha ® ^ 

onganiscr salaries and that of the en rt] 

(the man who provide" enterprise) pro 
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convenience sake, let us arrange the above in a 
tabular Eorm, 

L&KD capital labour ORQANISATIOR ENTERPRISE 



Rent Interest Wages Salanes Profits 

When we add all the net products of the in- 
dustries earned on in a country we get the I^a- 
tional Dividend. 

Metliod of Distribution The real distri- 
butor, we may say, is the person ivho undertakes 
productive entei prise. He hues the land, labour and 
capital which are required in addition to any which 
he may himself pro\ude He calculates what the 
product of a particular business undertaking would 
be and then makes contracts with the other agents 
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lie has hired, to pay them leaving a sufficient 
mar^n tor his profits in the undertaking. If 
the bus.ne.ss is a fa.lnre the organiser will 
be at loss ; for he is bound by contracts to pay the 
other agents their due. But if it be a success, the 
excess of the profits goes to him. 


When the organiser hues other agents, he has 
totokemto consideration the supply and demand 
of these factors. The remuneration which will be 
finally paid to them will depend upon the mterac- 
hon of these two factors of demand and supply 
lake for instance the case of labourers. These 
>vill have a certain minimum (price for their ser- 
vices) at which they are williug to work, on the 
other hand, the organiser will have a maximum 
price to offer beyond which he will not think it 
worth his while to proceed. After much (bargain- 
ing) hesitation on both the sides, the normal wages 
'^^ll be settled under which botli the labourers and 
the organiser will come to an agreement. We 
Will now consider the shares of the each of the 
factors separately. We fiist take up ren^. 


Rent.' The term rent has got a very wide 
meaning m common parlance. We speak of the 
rent of a building furniture, lands etc When we 
use the term in this sense, we mean by it the 
amount which is paid to the owner of the things 
for a limited or peiiodical use of those things. 
Sut m economics the term has got a very restric- 
ted meaning It is usually associated with land, 
mines, water power etc Suppose a farmer culti- 
vates his own land In this case the economic 
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icntTiVill take the from of the excess over and 
above the cost of production and the gam of the 
farmer Among the classical writers on economics, 
Ricaido’s theory of rent is the one which has been 
lianded doi^ n to us. He dehn&s rent as that por- 
tion of the produce of the eaith which is paid to 
landlord for “the original and indestructible powers 
ot the soil.” It IS true that these powers are not 
lound m each and every land Men’s efforts ha^e 
proved succetsful in ciianging the condition of the 
soil altogether and even the least fertile lands have 
been mafle to jield a tolei.ibly good produce. 
But although improvements in this direction have 
gone far, there remains a certnu kind of difference 
fn the degree of fertility between lands which are 
under cnltnation Ricardo based his theory on 
this difference in the degree of fertility. He made 
dear one of the fundamentsil Ufjsnmptions that the 
s.mic amount of labour and aipital or productive 
PJ\^e^ IS applied under difteient natural conditions, 
‘•ut not necessarily to the same amount of land 
n summing up bis theory of rent we may say 
regarded rent '‘as the differential pro^t 
that arises from differences in the costs of produc- 

^miditions”” differences in permanent natural 

trod^ePmf With this preliminary in- 

c>f rent many kinds 

ou ns a land n In the case of a farmer who 
that the rent w himself, we have seen 

dnction and excess over the cost of pro- 

‘ If he does ndt 


-^tiv.atcthelandbimeeTf:buri;ts it"^^^^ 


on 


hire 
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to a tenant he ulII get \^hat is called contract rent. 
We should bear in mind that v^e are at piesent 
consideiing rent of agucultural lands We can 
now divide this rent into (1) Economic lent and 
(^) Contiact lent Wlien we come to the con'Jideia- 
tion of othei lents besides this, we will see that 
thej^ arise owing to nearly the ‘^ame causes "We 
will then deal bnedj^ nith ground lents and lents 
of mines, h'-heiies etc. 

Economic Rent. We saw oust now that the 
lands winch ate undei cultnation do not possess 
the same degree of feitility Undei such condi- 
tions It IS easy for us to find out how the economic 
lent emeiges A land which is cultivated but 
bears no lent is c<illed the ‘land on the margin of 
cultivation ’ Tins means that it just pays tho 
cultivator to farm it, and if theie weie some slight 
changes m the conditions of supply and demand 
he wnll give up the cultivation of such lands We 
will now illustrate how economic rent emeiges 
Let us take for granted that theie are \aiious 
kinds of lands and that their quantities are limited 
As population increases the jield from the be'^t 
land will not be sufficient to meet the demands of 
the people Thus puces ivill use And at such 
high prices it will be pi ofi table to resoit to lauds 
of infeiior quality This means that the margin 
of cultivation wull be pushed fornaid The land 
which was on the maigm of cultivation at first ha-s 
now begun to yield some rent. Under such con- 
ditions the rent will be detei mined m the follow* 
ing manner Although there is a use m prices of 
agricultural produce yet it is tiue that the 
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amount pioduced \m 11 be sold at die same price 
Thus difEeiential profit will emerge from the best 
lands This profit tlien constitutes economic rent 
If on the other hand, the pnees of agriculturnl 
produce fall, it will not be woith while to culthato 
the land on the margin of cultivation Thus the 
diifercntial profits w’lll be reduced as a consequence 
of which lent will decrease We are now in a 
position to give the final statement regarding 
economic rent ns given by Moreland. ‘‘Whatc\cr 
the prices of pioduce mu\ be, some of the land 
under cultnatiou wall 011I5' ju&t remunerate the 
’ labour, capital and management employed on it, 
this marginal land will pay no lent, while all the 
more productive land will pay as rent the entire 
surplus of its production that is left after leiuu' 
nerating the other factois employed on it. This 
surplus then is known as economic rent ” 

We w'lll attempt a diagramntic treatment of 
economic rent 

Lict A.,B,C,D and E be hinds of diffeicnt qua* 

litics. Let D be 
the Land on the 
margin of cultiia- 
tion. That is to 
say it just pays to 
bring the land un- 
der cultivation It 
IS to be known 
that the cost of 
pioduction. IS the 
same on all giades 
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cC Ijmde As the D quality of land just pays 
the co'^t of production and as it does not pay any 
rent, being on the margin, Ave aaiII take D F to be 
tiie actual co-^t of production including the gain of 
the fanner The economic lent then Avill be the 
hgaie XGF. AVe see that this rent vanes Avith 
the lands of otlier qualities. With tlie A! quality 
It IS the gicatest and Avhile AAnth the C quality 
it IS the least The rise and fall m the amount 

may be illustiated from this A'eiy diagram. If 

\ suppose price fall, 

the margin of 

cultivation atiH 
recede to C Avhich 
noAv will be the 

land on the mar- 
gin of cultivation. 
This means that 
the cost of pi od ac- 
tion has inci eased, 
m oui diagram 

C F' noAv measuies the cost of production In this 
case the economic rent Avill be X,G,F', Avhich is 
obAuously les-. than XGF. Similarly it can be 
sliown that lent increases Avith pushing the margin 
forward 

Contract Rent When a landlord lets his 
land to a tenant, he mj\kes an agreement A\uth the 
latter to pay him a certain amount for his enjoying 
certain advantages eitiier of feitility, or of situa- 
tion This payment is known as contract rent 
It depends upon the interaction of the forces of 
demand and supply. Demand arises from the 
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tenant, while supply from the landlorJ The tenant 
ill offer as much foi a pai ticular incce of land as 
will enable him to iia37 the con ti act rent after do* 
ducting the cost of prod action and Ins gain tlicrefioni 
He Mill be leady to oftci a macimuni price foi the 
land Above this price it ivill not be voith liia 
while to tike the land for ciiltuation This inaxi- 
mum price depends upon the character of the soil 
and the situation of the land It the land w oie \ erv 

feitile, tenants would rather incrtU'=e their inaM- 
mum. Thus the gi eater the 'ulsantageb demed 
fiom the land, the gieatci will he tlic quantity 
demanded and iicc versa Coming to the side of 
supjily, w^e find that the landlord has got lands w hicli , 
he can utilise foi different purposes He can cul- 
tivate ‘'Ome of them himself or let them to tenants. 
The supplv wall no doubt depend upon the pricp . 
of the land which he c«an get for it If the rent 
(puce) IS veiy low, he will consider worth hi*' while 
to ciiltn ate it himself lather than let it out on 
hue If thcic is a saiicitj of lands m a countiw, 
the demand foi land wall rise v.'hich means gam 
to the landlard, foi he can then get as much rent 
as he wishes On the contiaiy if the demand 
falls, the rent - will tend to low'cr until it wall be 
equal to the minimum price which the landloid is 
AVilling to take 

Rent does not enter into the cost of 
production It is said that “prices aic high 
because rent is paid But it is not true On the 
contrary, it may be said that rent is paid because 
prices are high. Rent depends upon prices and 
not puces on rent. When prices are high, people 
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txl'G np farinin^' m^'erior qualities of lands which 
means that the\ nre ^^llhng to offer more for these 
lands I'be incien^e m the offer of the tenant is 
reallj an incica«e in the rent received by the land- 
lord. On the other liand, when prices are low, 
fanning becomes less profitable, this means that 
the tenants oiler less for lands (demand falls) 
and the rents reccncd by the landlord tend to 
decrca-'e. 

Ground rent This is of two kinds ns: 
Lcoiiomic rent and contiact rent If the landlord 
hmlds a house on his oun land he may be said to 
deuve an economic rent from its use m as much 
he enjoys all the ad\ant<ages which are obtained 
from that land But if he lets the land to a buil- 
der for a c<‘rtun period (usually 99 years) the 
lattei has to pav a certaiu annual sum or contract 
rent to the land lord. The amount of this rent is 
fixed by bargaining between the two parties. 

Law of rent as applied to India, Eent 
jQ lj;jdia depends on the interaction of three forces. 
Custom, Competition and Legislation In acient 
da^s custom was the chief regulator of rents. 
With the increase of population and the gradual 
disappearance of semisociahstic ideas which used to 
govern the mutual relations of the ancient village 
communities rents began more and more to be 
regulated bv competition This led to great hard- 
ships. Landlords began to exact excessive rents 
from their tenant The Government was lequired 
to intervene and rent laws iiere passed The theory 
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of rent which we liave ]ust explained is not 
applicable to India Here rent does not necessaiily 
represent the difterence between the piodiice of 
any particular plot and the plot on the margin of 
cultivation Rent is more or less a definite charge 
Productivity is, no doubt, a factor in the determi- 
nation of the actual rent of any plot but it is 
only one of seveial factors Rent is often an 
element in the cost of pioduce (Baneijea). 
The land here has been occupied and it can not 
be had freely. Theiefore the price of land (or its 
rent) is determined by competition. Tlie Goveinment 
has led down legislative ineasiiies to protect the 
tenants fiom the undue exactions of landlords, 
who can mciease the rent pa j able to it by tenants 

Land Tenures in the United Province. 
It was only m Benaies that settlement of land 
revenue was made permanant In 1^2 the court 
of JDiiectors declared themselves against it and in 
the ‘^ame yeai fixed the state demand at 83 p c. 
of the gross lent earned by the states This system 
became tedious afterwaids and in 1833 duiing the 
vTOveinmentof Lord Bentinck, the first regular settle- 
ment on broad principles of action was made This 
sett ement v as made with the village propiietoi s and 
mmindaison the principle of joint responsibility 
neieditai y tenants and tenants who have occhpied 
e land for twelve contmuous years veie given 

assessment was re- 
o'+o? ^ rental and a settlement for 

« m o o years was introduced This rule was 
also changed and the Sherampui lule of 1855 
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reduced the land tax to 50 p c of the average 
produce 

Tenancy la^s are enacted to protect the tenants 
against the effects of unfair competition and to 
secLiie him the rights confeired bj’’ custom A. 
tenure holder is a person who has acquired from 
the pioprietoi or from othf^r tenure holder a right 
to hold land for the purposes of collecting rents 
or bunging it under cultivation by estabh'^hing 
tenants on it. In the permanentlv settled dis- 
tricts of the Agra province theie are certain tenanrs 
holding tenures at fixed rates. Other tenants if 
they hold for twelve yeais, become occupancy 
tenants. Tenants of less standing are tenants 
o.t mil. Ex-propiietoij' tenants aie those who aie 
in posses‘'''on of land as occupancy and who were 
in possession of the same land as proprietors, these 
tenants have a privilege of reduced rent which is 
usually 25 p c below that of ordinary tenants 

WaigfCS. Workers who contribute towards the 
pioduction of an industiial group diffei from one 
another in some respects. Some workers do ex- 
clusive mental work as is required m the manage- 
ment of the business, while other lender purely 
manual labour It is therefoie, expedient to divide 
these workers into classes which will vary accoid- 
ing to the quahty of the services rendei ed. Firstlj"^ 
there IS the bu=mess organiser. His income con- 
sists of the salaries he receives if he is under a 
joint stock company This company is forined 
on the joint responsibilities of the shareholders. 
The management is under a Board of Directors, the 
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Managers or Supervisors are paid servants Thus 
a business orgamsei is a servant of pucli Company 
and his salaiy will depend upon the interaction 
of the forces of demand and supply. There will 
be a demand foi his sei vices at a certain amount 
of salary which the company is willing to offer and 
the supply will depend upon the number of such 
technically trained persons available at the time 
In a private business undei taking the organiser’s 
income is not like a definite salaij' It will depend 
upon the net product or the annual output of his 
business concern He will only have a share out 
of it, after it lias been distributed among the other 
agentb of production. 


In the 2nd jdace there nie higlily paid officers 
.'^uefi as manager, clerks, etc Theie are certain 
posts m a business concern uhere only men of a 
veiy iig degiec of skill and knov ledge aie wanted 
Will e there are such positions wdieie an ordinaiy 
^ *1® The maiket for such 

1 ^ more evtensue because theie 
IS a gieatei mobility among these classes than is 
the case with ordinaiy labouieip Employers wall 
onp ^’''hh paiticular qualifications not m 

^ the country and even out 

skilled^ of persons having 

IS restricted degiee of knowdedge 

anv of tliPQP ^^hene\er theie is any vacancy m 

of apnhcatinn^^^ hundreds 

o applications are received fiom the candidates. . 



( SI ) 

There is a third class o£ Itihourers known as the 
skilled labourers Formerly the wages of such 
hhourei were \ cry low. They just supplied the 
I.tbonrer-> with the bare necessaries of life. The 
ciiief reason was that there was a rapid increase 
in thc^ papulation which led to an unrestrained 
Gompcntion among such skilled labourers. As a 
consequence, tbe wages fell much below' the normal 
wage. To remedy this the movement of the trade 
unions was siai ted 'This is a continuous associa- 
tion of wage camera for the purpose of maintaining 
or improving the conditions of their employment ” 
(Wetu;, Hi>torv of Tmde Unionism) These 
have succeerlcd in putting an artificial restriction 
over the supplv of labour which consequently raises 
the wages N'ow-a days the skilled labour is verv 
^ell organised and tlie wage contract is settled by 
collective bargaining lietw’een the Association of 
the cmplojer'^ an<l the trade union officials 

Finally W'o come to the fourth class vie un- 
skilled labourers The trade unions liave been 
formed in very few of the employments which 
require the services of the unskilled labourers. The 
U'ork required m tlicse businesses is of such a type 
as any person with an average sticngth and intelli- 
gence can do Consequently there are many 
person'! coming forward for such work An in- 
creased supply tends to lower the wages which 
they receive, W(i now' pass on to the considera- 
tion of those forces which determine the rate of 
wages that lire paid m return for services rendered. 
The amount of wages depends upon the conditions 
of demand and supply. The demand consists of 
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the employers who w,int men for woih, and the 
supply conv^ts of the labourers who are ready to 
worjk:. 

Bemand for Labour. Demand for labour 
arises because there is a certain amount of ■^^Olk to 
he done m return for the payments of wnge^. 
This demand is not a fixed qijnntity. It rants 
with the amount of wages very much in the sniue 
ray as the demand foi commodities ^alles with 
the pnee. If the workers ask more than what the 
emplojui’ la willing to ji.iy tlr-re will practically he 
no demand and the employer will refuse to engage 
the labourers. He baa Ins maximum above which 
he will not think worth his while to go Tins 
maximum will be determined by the amount of 
■^ea|th the labourer produce® 

A person will not pay a coolie two annas to 
cut grass if the grass is not worth two annas to 
him , he will pay less than th^ grass is "wortli to 
him if he can get the coolie to work for less but 
be will not pay more ’’ (Moreland). Similar is 
the case with an organised industry. The em- 
ploj er will continue to employ more men as 
ong as he thinks that the output produced by 
the increased number leaves behind snflBciepfc pro- 
fits M hen hia attention is thus directed to the 
gam he obtains, he will employ the last man who 
m uis opinion just renumerates him for the wages- 
fie pays This last labourer is known as' the 
margina li^ourer because the employer- is on the 
margin of doubt to employ him or not. Increase 
motile number of labourers is profitable upto a' 
cej. in extent, but after that any additional in- 
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mean u loi-^ lo the emplojcr. ':aw 
{irodu cti gn on n laij^e bCiiIe that tlie 
f]i vh foQ of )abpjir_ja_ Iiip ucd In dle_c^tcllt ot 
Thla rnean^: tliaf ii bntinc^;'' ccnccin stionTH 
ftroTlnce fia inneh onlv ii-. is in ii'^ opinion lihelv 
find v(ii((ihlG mu’kf't If the fetor‘'hon‘'Ca arc 
filled np ^\ith the poorls j.iodnred and if thc‘'e 
Coodh cannot find m.uketlhcic is no use of pio- 
dueiiij,' tilt in at ail. It i'^, theiefore, that cinjdo^ci' 
^honl<l produce ns iiurIi ut> will find a good niaiket, 
and for this onh u ceitain ninnbei of labourer!? 
Will h,(> qiitiiricnt. Fioin the eniploxer’s point of 
view tlic change^ in the rate of \Aages aie of great 
nnportance If tlic late riaes he vsill be inclined 
to reduce tile iinmlicrot labonieison tlieotliei band, 
A tall in tlie late will induce liini to cinplov more 
ineiiandgit Ins n oik done witlnn a shoit time* 
We can then lepicnent the demand for Inborn on 
tile line*? of the general Ian of demand that a iit-e 
ill 'v\agcs will 1 educe tlio demand and a fall m 
'wage*' will inciea'^c it Theie is a la’^t fretor in 
the demand ioi a Inlioui m/.. officiehcj of the 
hibonicr.s Tlie amount of produce laised A’aiies 
With the (ptnlities of laboui apidied. ‘This fact is 
^^elI knonPi to cniploveis Contractots for instance, 
know that thcN can pay highei Tinges for eart i 
work to labodrers from Oudh tlian to the Inborn ers 
from Central India, because the foimer, do moie 
and better work than the latter ’ (Moreland). 

Supply of Labour.— The supply of laoour 
IS restricted by the number of persons who arc 
able and willing to do certain kinds of woik 
It requires some skill m the performance of sue 
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work, there will be a lesB nninber of people offer- 
ing themselves to do it. If, on the contmry, the 
work is quite an ordinary one, neailj all persons 
of an average strength will be able to do it If 
the labourers find that a particular branch of in* 
dustiy IS more profitable they will try to entei 
into that industry and learn as apprentices the - 
manner in nhich work is to be done A long 
time will be required to make them efficient workers 
m that blanch The supply in this case will be 
increased after a long time The supply consists 
of labomers who are able and willing to do certain 
kind of work at a late which amH enable them to 
obtain the bare necessaiies of life (An increafeC 
in the rate of wages means that the labouiers will 
be able to get larger amount of commodities need- 
ed for consumption ^ Consequentlj" the supplv of 
labour will be increased Labourers are really 
attracted not by the money yvfiges but with wbat 
the money will buy The expression monexf wntjes 
means the amount of money which a labouier gets 
ao a remuneration for his services While Real 
7mges include the quantity of commodities, such as 
food, clothing etc that can be obtained means 
of that money The Real wages depend upon 
the prices of commodities If the prices rise 
the money Avages lemaiuing the same, the labourer 
will get a less amount of commodities, This aviU 
?^fi 4 .V ^ leave the occupation at once If prices 
tali, the money Avages Avill enable the labourer 
e uy a greater quantity of commodities, and 
as a consequence of this his condition would 
much improve. 
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The trade unions h;ue given the v^orLers a 
certain minimum oi reseivc price foi their sei vices 

the wages fell below this minimum, no labouicr 
will come foruaid to w'ork iindei which condi- 
tioii'^, the employers will have to lai^e w'ages 
TJj is in inimum keens a certain staiidaid ot h\mg 
■'lUiong tim labourers. The way of life to which 
laboureift of anv grade are accustomed is u'^ually 
spoken of as then ^t^landard of life or cornfm'' 
bins standard vniies fiom time to time and place 
to place In ‘some parts of India, the labouiers 
e?et noui lulling food, good clothes and shelter 
Beside'?, they can spend small amount of money 
on petty amu'^ements While in other parts the 
labouieis are paid low'’ wMges This low'eis then 
‘standard of living If bad tunes come when tliere 
IS little woik to be had and Inboureis aie not able 
to earn as much as usual, they cannot of course 
aiaintain their c^tandard of comfoit : tliey must 
iat less, and have to put up w'lth inferior food, 
ind thes’’ must weai less clothings , but w^hen the 
conditions of employmentimpiove, they (labouiers) 
etuin as soon as possible to then old standaid 
^Moi eland). 

We have been up till now' considering the effects 
)f the factors of demand and supply on w'ages 
jet us now see how they determine the normal 
rages 01 bring about an equillibiiiim in the rate 
*f wages. If demand is gieat i.e if the labouiers 
lemand higher w'ages than the eraployei is willing 
0 offer there will be no settlement at all Ho 
ibouier W'lll be employed If on the other hand 
he employer just raises his maximum (price 
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winch he is ready to pay) many labourerb will be 
induced to offer theniselvcb for work The actual 
rate n ill be settled after buch bargaining on both 
the sides 

Mobility of Labour in India. I^Iobihty 
labour is the degiee of facihtj’ with which in res- 
ponse to any inducement labonreis move fioin one 
place or employment to another In India the 
labouiers are not eienlv distiibnled. Theie.aie 
cities which are oveicronded with them, while 
theie are some towns or ullages wdiich can still 
accomodate a good number of labouiers Secondly 
mobility in Tndii ^is a questionjit.casLtejaJicldocality . 
There aie persor^Td some caste wdio v\ill be lound 
neaily everywhere in India “Tluib Cluimars from 
Jaunpur and A/amgarh are found w'orking as 
grooms in almost every towns , Brahmins, and 
Ohattns of Oudh go to the more distant parts to 
wort as sepovb and peon-- ” (Moreland) 

But India chiefly being an agricultural country, 
the people who follow' this pm suit as ivell as the 
field-labourers scarcely move fiom one jilace to 
another Quite contrary is the case w'ltli the artis- 
ans They move much more easily to places wh=‘re 
they hope to get profitable employ'ment, becaute 
they are m a position to cairv with themselves 
tbcir tools and implements The Agucultuiist, on 
the othei hand, cannot do so. He has Jived m a 
particular place for many years and has studied tjie 
^uliaiities and nature of the soils of his fields 
He has also understood the climate conditions and 
the raising of crops at each harvest , If he is made 
to shift from his old residence, he will have to 
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CDcouiitei innny difficnlties A\h]cb present them" 
pe]\e‘' in tlie form ot nen nnfl strange soils, climate 
condition and ciops It is therefore paiticularly 
true of the Indian agriculturist that he ip veiy slow 
to move Bolides the agricnltuiist theie is the 
lactoiy liibour It is only icccntly that the Indian 
factories have heguii to attract labour from ruial 
arras The laboureis have now come to under- 
stand that thej aie better oft in factories and 
mills than thc^ arc on the fields There is one 
point to be noted here in this connection The 
factories aie alfoidmg manj' facilities to these la- 
bourers building quarters for their sheltei and 
pajdng them tolciablv good wages. 

Apart fiom the mobility from place to place, 
there i*; the mol)lht^ from one employment to 
another If a man finds that liis present occupa- 
tion does not pas him veil, he will lea^e it and 
enter ‘•ome other vocation which is more profitable 
than before In India the caste system has put a 
check to ^uch kind of mobility People hesitate to 
change one occupation for another of a lower 
grade, ^ though it is more profitable’, because of 
their being born in a particular caste 
also the requirement of the necessarji" skill of know- 
ledge to change one occupation for another - 


CHAPTER IX. 

INTEREST AND PROFITS. 

Interest is the money income which capital returnp 
touts owner. Tboae who possess wealth ^ 

Eumethe wholeof it. After the necessaiies an o lei 
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lu\'uiic3 have been pro\idcd for, there remain'; with 
them a stock of wealth \vhich they CJin conveniently 
u'^e in lendmjt others on a certn.n charge. They are 
required to wait oi abstain fiom the use of that „ 
stock m order that they may earn an income on it. 
The income thev derive la called interest. It is said 
tliat inteiest is the reward for abstinence But 
abstinence suggests some sacnfice, and it c.in not lie 
said that rich people wdiose income far exceeds their 
cvneoditare, practise abstinence in this sense Mars- 
hall regards interest as the revvaid of waiting rather 
than of abstinence. Wilting implies postponement 
of consumption. 

Net Interest When we ^^ay that interest 
IS the rew ird for waiting minplj for the use of capital 
we mean that it is the l^et Interest On the other 
hand we have Gloss Interest which is composed of 
other elementb besides the net interest When we 
use the term interest in common langusage wm 
generally refer to (jrois in/eresi which the whole 
amount which a person is required to pay bv way 
of interest on the capital borrowed Grosb interest 
consists of two elements as payment to cover 
of lo’iR nnd the earntnqi> of management. 

When a money-lender lends money to a 
borrow'er, the former has to undertake certain kinds 
of risks One of these is that theborrovrer may not 
return the capital when it is due owing to some 
circumstances In the case of bujmg and selling 
of commodities the transaction between the two 
parties is complete when the seller hands over the' 
commodity m return for a certain fixed price. But 



( so ) 

han-action winch e\ten(^■,o^cr a 
c )nt.ulcr.ih^o penoh of tnno and it is possible tliat 
ihjiin^ tills {,oiiod, tlic boriov. ei ma'i be made unable 
to icj»'iy the ''Uin bouoA\cd. Tlio leiidei tlieiefoie 
|au‘*ids himself agn!n‘'t sncIi iisk b\ chniyni" in p\ 1 1 \ 
OT-e sonietlnne' moie than the net mteiest “If ne 
^uppQs'e that a in in who has lent Kb 10,000 m 
sums to a 111 c n amber ol people, clniites each ot 
them two pel cent toco\oi the iisk, then lie hopes 
to recene IN 200 in a 'scar in adihtion to the net 
intciGSt If he hnds at the end ol the tcai that all 
hib aipital is If [laid, he has "ained Hs 200, a, Inle 
if his, dcbtoi s MIC unable to [lax , say IN aOU in all 
he lias lost IN dOO only” (Moieland) ?dncli 
depends upon the ciedit of the pci^ons who boiiow 
inonot . If tlie cicdit ol such [lei sons is good that 
is to say if people geiiei ilh exjiect them to jiav 
then debts the mone\ lendei aviII not be Aerj iiat- 
ticnlai about the insuiancc against iisic involved in 
making luh.mccs U on the connai j’, then credit 
IS bad, the lendei wnll exact fioin thCiU a very 
high inteic-t 

Earniwjb of managements Tliesc vary accoid- 
ing to the trouble the lendei is jiut to m ascei- 
taniing the sureN’' ot the' agi cement made by 
the p.irties If there ib a mortgage of piopeity, he 
inutit hnd out Avhethei it is legally valid oi not. 

In many cases he has got AMth himself seciiiities 
in the foim of jCAvels, oinaments etc He is to 
guard these things from being stolen aAvay oi 
othei’AAise 

Flora wdiat has been said aboAe Ave find that 
net inteiest is found out by deducting fiom the 
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charge actually made (gross interest' something 
on account o£ insurance against risk, and something 
on account of eainings of management 

Rate of Interest. Having considered the 
relation between Gioss and Net Interest, "we will 
now pass on to the factois that determme the rate 
of Interest. Hcie again we are to look at the de- 
mand and suyply foices 

The rule that is applicable to the value of, 
commodities, also applies to the value (interest) of 
capital Theie is a demand for and supply of 
capital 


Demand People generally demand capital 
because it has utility and it may be used in pro- 
ducti\e purposes It will be seen that the naajoii- 
^ of people need money for the latter puipose, 
iheie are other uses to which the borrowed capital 
IS to be applied People require capital for ceremo* 
lal purposes, house-building etc The amount 
which a person will be induced to borrow will 
depend upon the rate of interest If the rate be high, 
he will borrow less and vice versa Suppose if a 
person ran get a loan, say at 4 p c he wiU perhaps 
boriow 80C rupees and earn Rs 200 for himself after 
^+ 1 ^ been paid If the rate weie increased 

anything for himeslf 
of wfnnl-. iiiterest, and as a consequence 

borTo4 ’ to 


the i''”® considered the causes ol 

be eTorh t ” '““toy. Tt wil 

S say that the accumulation of capita 
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Is ^^nvcrnofl hv n vnuctyof c;ui:?es, ‘‘bj custom, bv 
linbits of self-control, and above all by the power 
of fniniK allection seciint:*' is a necessai y condition 
for It, and pio^icssof kno-u ledge and intelligence 
lurthei^ it m many vays” (Mai shall). The fluctua- 
tions in the late of interest aflect the sanng capacitj'- 


of ])eo[)le to a gieat CNtcnt "When the late is high 
main people are tempted to deposit their money m 
Banks or engage it in some othei concerns Thus 
a high late ol inteiest is in one way a healthy 
sign of a countrj’b saving powei IE the late be 
low, no capital im11 come foru aid to be employed 
in inoductne purposes. But a peison, who ivishes 
that his family should get a particulai amount of 
sum as interest on the capital ivhich he is saving, 
w ill find m tlio'^e conditions (low' rate) that he is 
reqimed to ease more m order to get that amount 
of intcicst. Ball in tlie i.ate of interest may in a 
way help the accumulation of wealth 


Tlic determination of the rate of interest will 
depend upon these foices of demand and supply. 
If there IS a gi cat demand for capital, it will be 
met for a time not by an incieasc in Bie supply but 
by a rise m the rate of interest This rise will 
cause capital to withdraw itself fiora those uses in 
which the need for it is less urgent If on the 
other hand the supply is greato than demand the 
lute would tend to be low We will illustrate this 
by an example If the rate were, say, o p c people 
wdl demand Rs 40000 and the money lenders 
™uld bTinS to supply 60000 E, If the .ate 
,vcre reduced to i pc. people will demand 60000 
Ks. while the money-lender wiU oflcr 40000 only. 
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Aftn iHiv:!! on both ihn *.ub''. Lhc» mte 

ATv)nbl pr'ilup" •>w{.lIc nt i\ I'' <_ anil 50000 
Avoiild be offered fnni taken 'riiii'- eq nibbriu'u o£ 
demand and '3Ui)pl\ won'd ijo C'>iibbdied 

MoOiiifi/ of Gitpiial jn India It has been said 
that inucb of the cipitd in India Ian Iven lairded 
by die people d he aiMOunt alboiber] in ho‘udin>> 
IS cslnnited at 50‘) and -SOU cioics «! rnj'eesi lint 
this uin liaidlv be llie( u^e In old tins it in!;:bt 
ba\c been tine to -a\ lint the c nintrv ali'^orlx'il 
much of hoi \\{“iUh ui hi'anls, boeause thcic M"" 
no security anti mmd Go\ eminent to eiisuio sifcty 
ot the piopeiCj Theic IS an absence of fauli- 
lies in the form ol B.inlvin", Ihit tliis lias been 
clmugcd diuintr icccnt tiine&. Witli thcgioiith of 
Bankins and tlic ednnt of a strong Iloseinment^ 
much capital is now tiiouyht foiwaid to be utilised 
in pi oh tabic business. X’cw mdusliies uie day iiv 
day absoibing a good deal of eajatal l)v gning 
di\i lends on the sliaiCs. The people ]ia\e begun 
to ajipreciatc the adiantagcsn of lending their ‘“S* 
vings to mdustiinl and commercial concerns. In 
rcahtj theie is no gieat increase in the amount of 
capital invested by the people in the agricultural 
industrs'- and othei sin ill Iiandici alts, But in the 

m luufactunnn; mdustiies, tlieie a remaikablc 
development m this duection. Almost cho wdiole 
ot the c,\pital of the cotton mills amounting to no 
less than twenty -fi^ e crorcs of mpees, jjas been 
raised in India btill a good deal of loiemn cipi- 
M has been invested m nianj Indian Industiies. 

and the organising capacity Avhich are necess.iry 
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,for the establishment o£ such concerns are practi* 
cnlly absent in India. An exception has been 
afloided in this case by the establishing of the 
Tata Iron and Steel Company which was floated 
in 1907 with exclusively Indian capital of moie 
than two crores of lupees There is a good 
deal of capital siill hoarded m the country, which 
may enable enteipiising people to start new 
industries if they can attiact it by inspimg confi- 
dence m the people 

C'&operative Credit Societies, Coopeiation m 
'its teohmcal sense, means the abandonement of com- j 
tpetition m distiibution and in pioduction In dis-*' 
tiibutive cooperation, the customeis who are mem- 
beis of the cooperative societies select one of them 
*as managci of the stoie, and shaie the resul- 
ting profit if any As they are expected to make no 
Tiurchase elsevheie, there is no competition In 
pioductive cooperation, the object is to eliminate 
(the capitalist and to lemove competition betwcem ^ 
the workmen. Xhelabouieis elect one oi moie of 
then- number to control the enterprise and divide 


'iiiiong "themselves the gam 

India is an agiicultural country' 1 Credit is an 
absolute necessity m all agricultural countries, and 
this is specially the case here Indian agiicultuie 
is earned on a small scale and the poor agucul- 
turist with his small plot of land has not got suffi- 
cient capital to cany his woik on the field Jde 
therefoie, compelled to secx the help of the vill- 
age money lender who lends money on a very high 
I’ate of mteiest. Kasy and cheap credit, however, 
lias a gieat danger. It leads to excessive borrow 
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iDg on the part of the agriculturist winch nould i 
mean his ultimate rum. The Government tben 
tlv)ught of mterfeiing in the matter of reinoviogj^ 
the indebtedness of the agiicnltiiral classes m the 
country. In 1892 Mi F A Nicholson was dr, 
rected by the Madras Government to inquire aD(l| 
leport on the possibilties of Agiicultuial Banfang 
in Madras He lecommended to find societies on* 
the lines of “Kaiffeisen” which are lural bauksj 
formed by the peison of that name The pnnci 1 
pies of these rural banks are . — ' ] 

(1) Members belong to the same local area.- 

(2) Unhmired liability of raembeis, - ^ 1 , ' 

(3) No shares are issued 

(4) No dividends aie distributed 

(o) Loans aie grunted foi pioductive purposes; 

only ' 

(6) There is no entrance fee. j 

(7) Only the Secretaiy is the paid member 

When the Government became fullv convinced 
of the benefits that could be derived fiora such 
institutions, cooperative ciedit soci'^tiejs Act wo' 
passed m 1904 This Act divided the societies 
into (i) Rural and (u) Uiban In case of th® 
lural societies the principles of the Raiffeisen were 
followed. The Uiban societies were founded on 
the principles of Schulze' DehtseJi, The pimciples 
of these type of Uiban Banks are — 

(!) Members are drawn fiom a laige area. 

(2) Large salaries are paid to the ofSers 

^3) Dividends aie distributed 

(4) Geneial banking is also done. 
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(o) liicv aic not linnted to tlio lelief of the 
ngrif ultnn-t^ nlone. 

1 he pioMMons of tlie Act weie as follows — 

(1} Any ten poisons hving in the same ruial 
aiea or to\\n or belonging to the bnnie caste or 
, class uin form a ‘-ociet)’. 

(2) The main busiress of the society A\as to 
.raise fnnd‘> deposits from members and by loans 
'from non-nicmbcr-j. 


' (3> The management of these societies is put 

tinder the lte'’’istrai who audits the accounts 
.of the Society. 

' U) The liability of a member of a Society 
■v\ns to be unlimited in the case of ruial Societies 
in this tlic terms liinitecl nnd iinhmit^'d liubnity 
need some ,e^] 'la nation In a limited liability So- 
ncty, the member i"' liable loi the debts oi losses 
only to the limit of Ins man sbaie While m an un i- 
iinted liability Society, he is liable for the losses of 
> others Thus if any loss occured to the Society m 
the form of non-payment of debts by any member, 
then that loss A\ould-be equally divided among the 


members 

(51 Fo parts of the funds may be divided by 
way of dividend or otherwise aniong its members 
the profits were to be earned to the Reserve Tund 
at the end of the >ear. In case of the Uihan Socie- 
ties, no dividend was payable one fourth o 

this piofit in a year was carried to the lesei . 

Principles of Cooperative Credit. 

, (l) The feociety was to consist of absolutely . 
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profits will lend to inci ease if there is a decre* 
ase in the cost of production or an increase in tlie 
levenue If the oiganisei got eheap laboiu and if 
he could get raw material at cheapei rates, it will 
reduce lll'^ expenses of pioduction But the prices 
he ^\lll charge will not be loweied to the same deg- 
ree, hence tlieie mil be an inciease in the income 
A\hich goes to him in the form of profits. Secon- 
dly the income fiom u business \m11 increase if the 
organiser manages liis business more efficiently and 
if his produce is sold at higher pnee. The two to- 
ffethei will bung about a use in the amount of 
profits. 

Profith owing to the following reasons " — 

(1) A buMne^s oiganiscr undergoes the expen- 
ses of pioduction before the things are actually 
sold In this respect he has to make rough calcu- 
lations legarduig the prices at Avhich the produce 
Will be demanded If this culcnlutions do not come 
cut true, tlie business suffers a loss He is there- 
fore, \ery caieful in making estunn>e.s He usu- 
ally calculates below the appioximate point In this 
case, he \m11 have some surplus left to him inspite 
of the fact that othei ri\al pioducers haVe atti acted 
some of his custoraeis by selling commodities ,at 
prices lowei than he has. 

(2) There are ceitain kinds of speculative 
risks present in the determination of profits The 
organiser's contract with the other agents to pay 
them a definite sura, is based on the supposition 
that his produce will bring him a certain pi ice Jf 
he IS light in the supposition he mil certainly have 
some surplus nhich will go to him in the form of 
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piofits. Tfheis wrong he Avill have to suffer a 
loss. Thus, a certain kind of risk is piesent in the 
calculation of profits. 

(3) Thiidl}’ theie is an clement of monopoly — 
'^orae special advantage enjoved by a producer over 
his rivals. Some juodiiceis have got peculiar ad- 
vantages m the form of piodiiction on a large 
scale, better machineiy, patent rights etc The 
effect of these all is that they enable them to sell 
goods at whatever pricp the}' like Again the ex- 
penses incurred by these produceis will be less 
because they will enjoy all the advantages accruing 
to them on account of pioduction on a large scale. 

Business opportunities in India The 
natuial resources of the country are so abundant 
that they can be utilized in nearly all the industiie**. 
But as It n, most of the raw mateiials and pioducts 
are exported yearly to foreign countries n hence 
they return in the shape of manufactured goods. 
It is quite recently that the Indians have begun to 
realise the advantages of cooperation and combina- 
tion. The country is now' utilising much of its 
raw cotton for manufacturing yarn and there are 
many mills and factories engaged m the cotton 
industry. Besides the raw mateiials, tbeie are the 
minerals W'hich can be extracted fiom the earth 
These are coal, gold, petroleum and iron. Indian 
capital has not been much attracted towards such 
industries It was only in 1907 that the Tata Iron 
and Steel Works were established wuth Indian capital. 
In spite of many opportunities afforded by the 
country, the fact still lemams to be true that mod- 
ern industry to be successful must be undertaken 
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by the educated Indian. But he lacks the practical 
common sense ol the business man and his education 
has notfilled him for the discharge of the multifurious 
duties of the modem entrepreneur* For this purpose 
educated young men must be equipped with suffici- 
ent scientific knowledge and practical training and 
a large class of men must nri‘?e who uill be capable 
of taking upon themselves the responsibilities of 
business management. For the proper training of 
such business men, commcicial tiaining is qiute 
essential. The course of studic'? ought to include 
subjects like commeicial law and History, Banking 
methods, import and export problems, exchange 
rates and transport etc. 


CHAPTER X 

CONSUMPTION. 

Meaning of Consumption. The ivord con- 
sumption IS used in n general sense m common 
parlance. Whenever we consume a thing w e sar 
that it IS used up and has ceased to be uvailable. 
The amount of food that is consumed exi&ts no 
longer to be used up again. But economics gne^ 
a somewhat restricted meaning to the word con- 
sumption. It lb that part of the economic scicu'V 

J'? pL^-iinb. A 

pel son can satisfy his waius only when he has got 
some income to spend over them. the satis* 

^tion of-w'ants and .the— spending of mcomef are 
closely related to each .other. The woul conHiiiu- 
pnon IB someties.confused " ith the word desti^uc- 
tion. Hence the distinction between the two 


f 
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should be carefull.v noted. Consumption is the 
removal of economic utilities by using them up, 
while destruction is the abolition of these utilities 
without using them. A sliirt is said to be consum; 
ed when it is worn out bv use, while it will bd 
destroyed if it is burnt by lire. 

Wl^n economists speak of things Jieing xonsu- 
they mean that they have Jieen used in - the 
du’ecrsaifis faction of want'.. Foo d wjll ba jiaicL-to 
hi^nsu^d because^ itjias .satisfied- some -,want, 
Pto]^e"^enerally "liurchase things jn order that 
*tPfey-(tlung5) may satisfy tlicii* wants Tlhus^we 
ftmlthid jiibf as ’ man can produce only i^iUties, 
bo Im'cimlji^nsume notlung nm^ but 'utilities Foi, 
-the things Tvhich satisfy wan'ts miwt possess utility 
or the power to satisfy nantv 

Sa^tisfaction as the end of all economic 
activity, dome- wi iters regarded the production 
. of wealth as the cause ol ,its consumption. But it is 
not, so. The economic activity can be said to have 
beg-un only becaiisa .men hud wants First ofc all man 
had wants and in order to satisfy these wants he 
had to make some effort \V’e have seen the rela- 
tion of wants .and efforts while studving fthe ‘pro- 
ductive. effort ’ in the second 'chapter of the .present 
book. Wants and activities are interrelated. Al- 
though’ it is man’s wants which gave rise to aclnvi- 
ties, yet afterwards each new ,step upward^ is to be 
regarded rather as the development of new activi- 
ties gijVng rise to neiv wants, flian that of new 
wants giving use to^ new activities (iVTarsHiill)!' 

The more a person has, the more he will want. 
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Each time u fresh desire arises Every where 
there anse new wants to be satisfied If a person 
IS doing a certain kind of ivork, he will think of 
new ways and methods of doing it more easiE’" 
and in a better manner A person usually gets 
tired by the monotony in the mode of both woik 
and living He therefore, wants some change. 
This change is brought over by the creation of 
new wants Thus, we see that the whole object 
of economic activity centres round the satisfaction 
of wants Wants giving rise to new activities 
which in their turn bring new wants It is there*, 
fore that consumption has come to be regarded at. 
an important part of economics “It is m fact 
both its begmning and its end It is its begimng 
because the desire to consume is rhe motive of all 
economic activity Man has needs and he makes 
the effort which is necessary before they can be 
satisfied. It is its end because when the effort 
has been made, nhen the wealth has been 
produced, that wealth has no other function 
or purpose than to be applied directly or in- 
directly to the satisfaction of human wants.” 
(Henson). 

' j Relation between consumption and 
production Consumption is negative pro* 
duction. It is the removal of utilities. While 
production is the creation of economic utilities 
Production is nothings Jiut a rearrangement of 
matter so as to make it more useful ; while con- 
sumption IS a disarnmgcment of matter so as to 
render it no more useful 

There are some kinds of wealth wlucli 
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•'itisfv our just they arc. While there 

are otheis ^\h^ell help Ub in the pioduction of thobe 
things ^^hlch ive lequirc for the satisfaction of our 
wants The former class of things are said to 
-sitisfy our wants diiectly, while the latter mdirect- 
1 >. The former aie called consumption goods, 
while the lattci pi odiiction goods ^^^e haA e seen 
(while btudj mg wealth) the distinction between 
these t\\o clas-'cs of goods, hence it will be unneces- 
sary to repeat it hcie 

The tiio piocesses of production and con- 
sumption go on side by side. A labouier who 
works foi his In mg, is also consuming some part 
of the wealth , at the same tune he is engaged in 
producing it Ihcry day fiesh wealth is being 
pi educed but eveiy diyalso w^lth is being con- 
sumed 5 so- tint .at the dav s ^d, the total amount 
of wealth m existence is very much what it was 
'mth^ beginning. Thus the two piocesses are 

mtorrelated.' 

Theie n no distinction between producers 
and conbume.,. The seme peison is a producei 
and a consumer. When a peibon lenders some 
services to get an income^^ liejs said {9 be n pro 
ducm • while "Hien He males use of that income 
;n SisEvii- His wants. He is said to be a oonsii- 
So? OE Jotirse, a man will be benefited as a 

OTodacer'wh'en ' H'ls income increases but at the 

n o-reater command Over the 
:rficta«^/ heean buy mote things 

'tbaH he norbnng’m Creased 

S-tiS Thi”: dTe to the fact that the cost 
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of living is also increased, we therefore see that a 
personas income plays an important pai’t in yield- 
ing him satisfaction of his wants. A person will 
he induced to spend more only when his income 
has increased. As with the individual, eo with the 
community 'But m the case of the Jatter, satisfac- 
tion IS not measured by income but by the output 
In a community, there are many persons whose 
shore in the produce may be increased without any 
increase in the whole output This means that 
some ipersons are getting less [while others 
But the community as a whole can not consume 
more than it jiroduces. 


Wants and their Classification, 
nroughout the preceding pages, we have been 
uang the word wants ” We will now consider 
what It means, and what kinds of want are there 
or le satisfaction of wdiich all economic activity 
as een directed. It must be remembered that 
wants are veiy various and numerous. ®utwe 
must confine our~atSkition to only those wants 
^^w^chjgiye rise.to effective- .demand, that, is to say, 
implying -a. -determination to .possess a 
mg and &e willmgness and means, to Jiaye'ib 
lAus wants imply an mcentive.jfco elBfort. Unless 
man as prepared to do certain effort and to un- 

wants 

no pvQii’ desire to satisfy, wants jnll be .of 

tJiP 'then, m the economic sense of 

■tluDffa fcne ,.for partioukr 

the-effort,pr^aac^ce 

"SS B^ionomicTls’' tffia 

TTith all the "wants to satisfy whiicli a 
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nmn ]iis income. 

There is ;i \ ‘U'letv of wants, some wants are 
more iiigcnt tlmu otliei^, some aie moie duiable. 
H c m.iy tlien study wants according to these 
vnrioin, nttiibutcs 

TJrgency. Food, clothes sheltei, these things 
constitute a laige portion of the wants, of an ordi- 
nary man. But of all tliese wants, that for food 
the most urgent A hungiy pcison will be 
icady to pait witli any thing for a morsel of tood; 
‘^o also in a desert the want foi yatei is of the 
greatest nnpoitaiice The other things viz 
light, clothing, shelter constitute wants of a 
latlicr less intensity. But they aie urgent in 
compaiisan to othei wants 

Attractiveiiess. This class of wants de- 
pends upon the ddfeicnt tastes and tempaia- 
ments of the people Some prefei one thing to 
anothei simply, because they hare a certain kind 
of inteiest in It. It is no doubt true that people 
aie willing to jiay moie for such things than they 
would do in oidinaiy cases 

Durability. Theie are some waints, the 
satisfaction derived from wduch is a veiy biief one 
IVhile theie aie otlieis which yield satisfaction for 
a long time In the former class may be included 
things such as food, dunk etc In the lattei class 
some things like houses, fuimtuie, clothes etc 
The real point of diffeience between the tw^o is 
that in the foi mer case the want recurs just after 
a shoit time , while in the case of house, fuimtuie 
etc. it comes only aftei a long time , the 
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patisfaction derived from them lasting over a long 
peiiod. 

It IS not possible for a peison to satisfy all his 
wants When such is the case, there must be 
some wants which would get first preference over 
others According to the above classification, we 
can 3 udge that those wants u ill Ije satisfied first 
vhich are urgent. The rest are satisfied accoiding 
to the intensity of a person’s mind to have them 
or not. Hecompaies the maiginal utility of one 
want V ith another, and satisfies that want first 
vhich yields him gi eater utility. A head of a 
family will fiist of all satisfy his uigent wants, 
and then will see which other wants aie more in* 
tensely pressing on him He also calculates the 
utihty which he would deuve by satisfying a parti- 
cular kind of want m piefeience to anothei. When 
man is thus deciding how to sjiend his income 
theie aie some wants uhich he wiU arrange to 
satisfy befoie he thinks of pro^udlng foi others, 
and the things needed to satisfy these wants are' 
spoken of as Hecessanes, uhile other things which 
he wants are called comfoits oi luxries. Wants 
then are usually divided into (1) Hecessanes (2) 
Comfoits & (o) Luxuries 

Necessaries. These include things the wants 
for which must be_ satisfied But here again 
a trouble aiises When we say a want must be 
satisfied, vhat are the consequences we have in view 
if it is not satisfied ? In other words, aie neces- 
saries the things which are necessary for life, or 
those which are necessary for efficiency ? We are 
thus brought to a classification of Hecessanes. 
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Necessaries. 

I 


Absolute Efficiency Conventional. 

Absoluie mces'iaries include the things which a 
man must have in order to keep himself and his 
family alive, fn othei countries the term includ- 
ed, in addition to sufficient food and dunk, a 
certain amount of clothing and also some sort 
of house for shelter, but in India the necessary 
amount of clothing and shelter is very small, and 
perhaps a blanket for the winter is all that an ordi- 
nary man reqiiiies. Efficiency necessaries include 
ruore than this every thing that a man must con- 
sume in order to work efficiently at his occupation, 
and to educate his children upto the level he him- 
self reached. Many people do not consume the 
nccessaiies for efficiency, but they spend a relative- 
ly large share of their income on things othei than 
that. The expenditure they incur is not tor their 
efficiency, but they are foiced to incur it by cus- 
tom and by the power of public opinion. In 
India we find that much is spent on mariiages 
and other religious functions. In fact, it is qu^e 
useless to incur this expendituie, but custom, the 
unyielding tyrant as Cailyle put it, requires that 
it should be so. 

Comforts and Luxuries. In fact there is no 
real distinction between the two terms Both 
denote things that are satisfied if there remains 
some income after the satisfaction of the necessa- 
iies for existence and efficiency. Comfort usually 
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includes a moderate standard o£ living. \V’Iien__'V}'e 
speak o£ comEoits, -we mean the expendituie in- 
curred omthem, is more or less justifiable While 
lu:Muies denote a moie elaboiate standaid of liv- 
ing When we speak of a man spending his m- 
'Cpme on luxuiies, jve simply say that in our opinion 
he IS not making the right use of his income It 
IS usual to regard these two words as depending 
laigely on the amount of income enjoyed by the 
person whose expenchtuie is being considered 
The distinction is ummpoitant for the science of 
economics. 

We have dealt uith the law of Diminishing 
utility, and the total and marginal utility of a thing 
while consideimg the problem of exchange, we 
need not repeat them in this place The onlj' thing 
that demands our attention at this stage of oui 
studj' IS the expiession consumei’ s suiplus 

CoDSTimer’s Surplus People geneially pay 
much less for a thing than the amount of the 
utility it yields to them. A peison calculates in his 
mind the puce he is usually prepared to pay for a 
thing rathei than go without it But it is often the 
case that what he actually pays never exceeds and 
seldom comes up to the maximum price The 
satisfaction which he gets fiom the purchase of a 
thing generally exceeds that which he gives up in 
paying away its puce. In this way he derives fiom 
the purchase a surplus of satisfaction The d^ferencef 
letween uhajt he actually -pays ovei what he w_ould| 
^een required to pay nather than go withoutl 
e thing IS called the Consumei;i^s surplus The 
consumer s sunilus deli^ ed from some cbnirnodities 
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is mucli greater than that derived from others. There 
are many things the prices of which are vevy much 
below than what the people would ordinarily paj?- 
rather than go without them In case of such things 
the surplus is very gieat Instances of this kind aie 
matches, salt, postage stamps etc. We are prepared 
to pay any puce for these things, but what we 
actually pay is much below the maximum price we 
would haAm offered rather than go without them. 
Hence the difference between the two prices iQ the 
consumei’s sui^plus from our point of view 

The Marginal Utility of Money Money 
like other commodities is said to possess utility, 
because it helps us to get our wants satisfied. But 
the value of money depends upon what it would 
pin chase. The law of diminishing utihty is also 
applicable to money to a small degree With the 
increase in the amount of money a person has the 
utihty of money diminishes A rich person will not 
care as much for money as a poor man Avould The 
marginal utility of money vanes with different 
incomes To a pool man 1 Ke. means much more 
than it does to a rich. If the poorer man spends 
more he will suffei from the want of it afterwaids 
than the iicher would do 

Division of income among different items 
of expenditure The choice of a person to pui- 
chase a certain thing m preference to another 
depends usually on. the cost to that things and the 
degiee of satisfaction which fiom consuming 

it Some things will be cheaper, and other thmgs 
' lather dearer, and he aviU pay more foi what is 
cheaper and little for what is dearei, but this deci- 
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Sion m each case is based on tlie same consideration, 
the endeavour to obtain the greatest possible amount 
of utility in return for the money which he is able 
to spend. We will illustiate this by an example. 
Let there be four things ( articles ) which are 
consumed every day tea, sugar, milk, and butter. 
Let us also suppose that these articles can be bought 
as one unit for a rupee. It is certain that the utility 
of these articles will vary with every peison. 
Suppose to a person the utility of these articles 
measured m an anna of the successive units of the 
ai tides in question is as follows: — 

Of milk ... 30, 28, 24 , 20, 16, 12. 

Butter ... 26, 24, 20, 16, 12, 10. 

Sugar ... 24, 20, 16, 12, 10, 8. 

Tea ... 20, 16, 12, 10, 8, 6. 

As each unit costs 1 rupee, it is evident that 
no unit will be bought the utility of which is less 
than 16 annas Thus the peison would buy five 
units of milk, four units of butter, thice units of 
sugar and two units of tea. He has only fouiteen 
rupees with him. He win^^twbute this in order of 
tl^^ degree of the utility he derives^ from the four 
articles. Thus the first lupee will be devoted to 
milk, the second also to milk, the third to butter, 
ioi the utihty derived from the fiist unit on butter 
IS greater than that deiived fiom the third miit on 
milk and so on. 

Family Budgets. From the above illustration 
it will be seen that different people with limited 
income distribute their pui chases of necessary things 
with the consideration that they would get the 
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highest po5‘^ible utility out of them. It is gene- 
rnlly found that cnch und e\ cry familj^ lias got n 
rough budget uhich sliou'^ how ite income It divi- rl 
dcd on didcicnt ai tides. Dilterent countries have 
tned to make investigations as to how people with 
a ghen income genei'ally distiibute their expendi- 
ture, Thev have ‘succeeded in finding out the le- 
snlts. TJie great ‘-tatistician Dr Engel has com- 
piled some caicful <?tat!stic.s of the expendituie of 
the lou or, middle and working classes in Saxony^ 
in 1857. From the tables given by him, it will \ 
lie found out that as_tiie income increases the . 
pi'oiiprtion of it de\ote(rtb food ‘diminishes, wliile : 
a large ‘portion goes to what may be called the ' 
comfoft^ of life. 


CHAPTER XL 

SPJ^NDJNG AND SAVhWCr 

We ha%c been considering up till now the satis- 
faction of ^^ants. In order to satisfy wants, there 
must be income It is difficult to get the whole 
of the income. Income is dnided into (i) Per- 
sonal and (ii) Social Social income consists of 
the claims of the state, and the claims of other 
rchmous bodies. Personal expendituie consists m 
(A aimm" at the immediate satisfaction of wants 
tiD aiming at the providing a stoie of wraith which 
V, I help the productive effort and will serve as 
n soiuce of future emoyment to those making it or 
their dependants. The former is generally known 
as spending, the lattei as sa^ mg. 

Saving The term sa% mg has been associated 
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■mth the mistaken notion o£ hoaidmg. When a 
person keeps some monej"^ in hoaids, people gene- 
rally say that he has saved money But this is 
not the meaning of the term from the economic 
point of view. In economics that part of wealth 
lb pinposely kept aside for being employed in pro- 
duction Saving does suggest keeping aside money 
for the satisfaction of some future wants The 
income which a peison saves maj’’ be employed foi 
fcome indubtiial or commeicial purposes In this 
case the man who saved the wealth does not use, 
it for his own sake He transfers it to otheis who 
can put it to a better and more piofitable use But 
tins does not mean that the person who transfers 
this capital does not get any thing in leturn As 
we have seen (while studying mteiest) he gets an 
interest on Abe capital which he invests or for- 
wards In tins way his onginal income is increas- 
ed We have dealt with the causes which induce 
men to sai e We therefore think it better not to 
repeat them again 

Relation of Spending and Saving. 
Spending and saving have one thing in common. 
In both cases ivealth is given in exchange for cei 
tain goods and sen ices, but the difference n that 
goods and services aie not put to the same use. 
When we consider them from the point of view of 
spending we find that they are apphed in the direct 
Kitisfachon of wants On the other hand, in the 
case of saving, they are apphed for the pi od action 
of other nealth which 1*5 an indirect satisfaction of 
V ants Thu s we see that s aving and spendmg are 
the two essential features of diif everyday — econo- 
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bi’ piotluco.l foi the Mitis- 
ric(K>n oi faluie want", bccniHe cnpitiil ivhich 
j-Hh- T< 2 -Tilt 0}' .-;nh)»' Iiolp" (In* piodiichon of bucli 
wo-alih. 'iiul ^\(■'kno^\ tb.'it cnpH.il i-s “'jivod bociiiise 
It tho tv.o aHiibutcs of Jir/hspcriu ene'^s 

Jind f )ro>iui Some pcopl<‘ 'uc of op/tiion 

tint vii/’iiild not he <'ivccl, hut shouIiJ be 

as "oon wo p:ot it Their oiijcec in th.s is 
(lilt oj KpemI nioic will be jnit into 

circul'iUvin uhieh uill help to increase tlie comraci- 
ci'il tnn^iction- But riiev overlook the giait 
noed rjf (he nvinnffictming classes and otlier pro* 
dneers of capita! If people tlo not ‘=ci\e any 
Tvedlh, hut ‘'])ei)d it, theie will i)e no ei]>ital left 
for fuiure production This mil dcoica'^e the out- 
put ‘i^hich will coiiserjuently lai^c puces And 
with a rise in prices and income of the people re- 
maining the same, jicojile have less satisfaction to 
be derr ed from then income On the othei hand, 


It isi fpiite cnoneous to ask peojde to save instead 
of epend The conscfiucnce o*' this wail be that 
t\ory body wall trv to utilize his income foi pro- 
ductive purpose:; But us there is a limit to the 
sc*de ol production, a much inci eased output will 
liaidl.v find way out to the market Hence it is 
an unwise policy to applj^ one’s income m s-avmg 
rather than spenihng It is quite essential that a 


per-jon must spend some portion of his income, on 
the satisfaction of wants. A man — nf...n.n, , oi dinn.ry 


jSQfljpaan aen.se will fntnrp. benefi ts agains t 

.the present , and wall so distiihute .hia..inrniiie P^- 
T^cen spending a pd cnxiorr. that he may be ab lfiJ^ 
scTurc tl e gieatcst amount of satisfaction Under 
nozmal conditions/ economic force tends to adjust 
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tins bftlance between spending nnd sa'\nng. If 
veiy little IS being '^aved capital becomes scarce and 
the rate of interest uses This inci eases the 
amount that can be enjoj’ed m the future and 
greater saving lesults. On the other hand, if peo- 
ple are saving too much, and capital becomes 
supei abundant, the rate of interest falls, there is 
less m the way of future eniovraents to attract, and 
saving diminishes 

The Social side of Spending. Uptill now, 

we have been considcung spending as measuring 
a particular amount of satisfaction to an individual. 
AVe mil now de.il it with leference to the Society 
consisting of individuals. The .ic tions^of jodiyir 
^nals affect those o^ These actions are 

regulated^by" certain customs and regulations by 
which indniduals are bound together in a com- 
raunitv. As of actions, so of expcnditmes It is 
not that the community legulatcs his expenditures 
The lav baldly interferes with a man s methods of 
spending his monej so fai as it affects only him- 
self, but it does to a certain limited extent con* 
tiol hiK expendituie in cases where it is likely to 
he in actual conflict with the general interest 
Tliere has been a good deal of conflict of* news 
regal ding the state interference m tins matter. 
But the most convenient and reasonable policv 
would be to let alone people to spend any 
thing they like, but should control such kind of 
expendituie as could be sbovn to be huitful to 
the mdindual consuraei oi to other members of 
society. In India we find that there aie certain 
restnctions put by the Government on lutoxicat- 
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Jnj? iifiutirsj opnnn';. poibonout: drugs etc Onlv 
tliO'-c \\ ho uvc licensed to sell can keep tliequiin ti- 
tle* of thc‘C uriiclc* with tlieiii. Those io*tnctions 
h’lve l>oon iinpo-cd for the benefit of the {Society 
lit large 

ICverv nd of spending ha* its s(x:ial Mde We 
demand a jurticnlni thing. It is this demand 
Inch in general h^id^ niaiiN othei s to snpplv it. These 
lieople trv to produce or procure wliat ne want. 
TliU'^ our >’;unts innucnce otlicrs who produce the 
cninrnoditj for our-jclvcs Just as the producers 
srr\e t!ie consumers by suppljing their uants^ so 
the wnsuriicr Ins also a dut.\ tov\ards them. A 
eonsuiiier must not demand any thing m such a 
degieo ns wonhl dimmish the consuming power of 
the poisons who supply his wants 


CHAPTER XII. 

TAXATJON. 

Cia-ssilication of Revenues. Before we 
pass on to the consideration ot tlie revenues of a 
state, we shall make a preliminary survey of the 
functions of Government. It is because of these 
that the Government raises revenue from its sub- 
jects. Every Government has to do some work 
for the benefit of the public wdiich repays it m the 
form of revenue and taxes The income derived 
from these will vary with the nature of the sei - 
vices rendered by the state There are divergent 
views as regards the functions of a state. Some 
legard that the state should protect tlie individual 
against force and fraud. Wliile other say, that 
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to tlie state should be delegated the regulation and 
contiol of piactically every form of pei’sonal and 
social activity including the production and dis- 
tribution of wealth K’ow-a-days it has been re 
garded tliat the social well-being of the communi- 
ty IS a matter of first rate importance, and that it 
IS tlie duty of the State to promote it and to 
safeguard it as fai as it possibly can Ha\nng con- 
sidered the functions of Govei ninent, we will come 
to the manner m which a Govei nment obtains its 
income. This brings as to the consideration of 
the heading of this paragraph viz, the classification 
of revenues The wa-5 a in which income is obtain- 
ed by the state are various The state revenue 
IS derived from, (i) Taxation (ii) Property it pos- 
sesses (ill) Seivices it lendeis (iv) Pioductive en- 
teipiise it cai lies on The revenue denved from 
the fund, whicli pecuhaly belongs to the sovereign 
or common nealth is known as Quasi Piivate rev- 
enue. Undei this class come the posts and tele- 
graphs, and mint, charges for services lendeied 
by the state to particular individuals are of the na- 
ture of taxes. They include the fees for the con 
ferring of the patent rights and payments demand- 
ed in the Courts of law llevenue from the pi o* 
petty includes the income denied from the crown 
lands 


Pevenue. 


\ 


Quasi Private 


Taxation. 
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(1) l>r ivate property, 

(-) Services lendeicd by the state, 
(o) Po^st office, Telegiaphs & Mint. 


It 11111 be bettei if v>e study this classification 
Vilb lefcience to India. The re\enue of the 
Government of India is derived from diffeient 
soul CCS. The clas&ifiaition of rexenueB in India 
closely rcseniblo- to the one given in the adjoining 
table. Heio too a distinction is made between 
lion-taxable and taxable levenue. The torn parts 
of the le^emie theie aie: — (1) the income derived 
from the pos^-ession of its own property e g lands, 
forests. (2) the piofits of commercial undertakings 
e. g. Post office, lailnavs (3) incidental gams 
fiom admiDisti-ativc departments e, g, the Law 
Conits, and (nstlv (4j taxation proper viz Con- 
ti ibution levied upon the people directlj^ like the 
income tax and indiiectly e. g. customs and 
excise duties. 


Kevenue m India 


Non^taonable, Taxable. 

(1) Private propeity, (Ij Diiect. 

(2) Piofits of commercial (2) Indirect, 

undertakings 

(.5) Incidental gams from 
administrative depaitiuents 
e g. Law Courts etc. 
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TAXATION, 

THE TAX SYSTEM AND ITS INCIDENCE IN INDIA. 

Taxation. _ 

(lit 11 

Land rcTcnue Cnstoras Excigc Income loi Dcatli duties Staajis. 

“A tax” has been defined by Prof Bastable as 
“a compulsory contribution of theA^'jealtlJu^of a oer- 
son or bodj or persons Jor. the ser\nce jgt_uip_4w 
]ic"i^ivers’,’ The definition would be clearly 
understood i£ we bear in mind what was said of the 
functions of the state and the income it derives. 
It is compulsory because it is enforced by laiv. 
Agsiin there are the words “person” or ^^body” of 
persons, We know that every member of the 
state is required to pay taxes on consumable com- 
modities, taxes in the form of land revenue, cus- 
toms etc. Body of persons means companies etc. 
These are required to pay income tax and other 
taxes just as an individual does. 

'/ Taxes are dtreri and indirect. Direct taxes are 
those which are collected from the individuals 
who it is intended or desired shall bear the burden 
of them e. g, the income tax; the land revenue, 
stamp duties and also licences which have to be 
teken out for carnages, motors, dogs, etc. 

^ ' Direct tames ^ are collected from one person 
lYith the intention i.hat he will get them back from 
some one else e g. Excise duties i.e. taxes 
levied on the production or consumption of goods, 

Md customs duties levied on goods brought mto' 
the country. ^ 
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In one case a man cannot slnft his tax on 
others, while in the other he pays a tax the burden 
of which he shall be able to shift on to others. 
We must note the two terms (1) Incidence ojidi (2^ 
shiflmg very carefully. 

Incidence Where the burden of the tax actually 
falls IS called its incidence. Shifting. The process 
of passmg on the burden to some one else is called 
shifting. 

Having dealt with these preliminary notions wc 
win now turn to the taxation proper and its 
distribution. 

Distribution of taxation. In order to under- 
stand the manner m which the burden of taxation 
IS distributed we shall have to go to the four 
canons of taxation as set fortn by Adam smith. 

(1) Justice. ‘The subjects of each state 
ought to contribute towards the support of the 
Government as neatly as possible in proportion to 
their respective abilities, that is m proportion to 
the revenue which they enjoy under the protection 
of the state. In the observance or neglect of this 
maxim consists what is called the equality or in- 
equality of taxation. 

Criticism. Taxes should be apportioned accor- 
ding to the faculty or abibty to pay But it is 
rather difficult to measure this ability. Adam 
Smith fells us in the canon that it should be mea- 
sured in teims of revenue. All property is not 
equally productive, and many persons with a little 
property have large incomes and therefore great 
faculty or ability to bear taxation, A nch person has 
no doubt greater ability to pay than a poor. Hence 
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it has been urged that the minimum thould be 
exempt from taxation It is considered at the 
present time that taxation should be designed so as 
to cause proportional real sacrifices among the tax 
payeis When such is the case, people are left in 
the same relative positions after being taxed as 
before Equality in taxation is difficult to be 
attained because no one can ascert^un definitely the 
amount each individual pays by way of taxes 
This objection can be brushed aside by introducing 
the direct and indirect taxes. They balance this 
inequality. The former hardly fall on the people 
while the latter are shared bj^ both to the extent 
, to which they purchase the taxed commodity. JClie 
' shite takes more fiom the rich not because they 
1 will feel it less in pioportion but because they have 
I moi e to give 

(II) Canon of certainty. The amount to 
pay ought to be certain and not arbitral y , the 
time of payment, the raannei of payment, the quan- 
tity to be paid all to be clear and plain to the 
contributor and to every othei person. 

This canon and the next two deal with the 
method of levying taxes Now a days every body 
knows the amount, the manner and the time when 
the tax IS to be paid. It should be said that this 
canon IS aimed against the arbitrary exactions of 
the sovereign power and the jobber y and abuse of 
its officials. 

(Ill) Canon of convenience. Every tax 
ought to be levied at the time and in the manner 
in which it is most likely to be convement for the 
contiibutoi to pay it 
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Tl IS nei'Cbsury that thus Goxerument should 
collect tn\e-> m the most coaveoient mincer. It 
should not put both the contubutor and tlie col- 
lector to any inconvenience. The Indian loud 
revenue is collccb* 1 according to the convenience of 
the cultivatois. 

(IV). Canon of economy Every tax ought 
to be so contrived as both to take out and to keep 
out o£ the pocket of the people as little as possi- 
ble over and above wimt it brings into the state. 

The Government should not spend more than 
IS necessary for the collection of taxes. It should 
do so as economically as po'ssible. 

In addition to the above four canons of taxa- 
tion, vaiious other maxims have been added. It 
vnll not be worth our while to consider all of them. 
So we shall take only two. 

(1) Taxes should be productive, 

(2) Taxes should be elastic 

Taxes are levied because the state wants 
to derive a considerable amount of income. 
VvTiether a tax is good or bad will depend upon 
the way m which it succeeds or fails to bring in 
good income to the state. Again, some new taxes 
are imposed against the will of the people. If such 
taxes did not serve their purpose, then there is no 
use imposing them under opposition The advan- 
tages should compensate for the disadvantages m 
the form of displeasure and opposition met out in 
its imposition. Secondly a tax should not destroy 
or weaken the sources from which the mones’’ for 
the tax is derived, sometimes excess duties 
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instead o£ encoiiragmij indnstiie'^ are '\n obstruc* 
tion to them. Thus taxes ^\o^ld be unproduc- 
tive because they would decicase the output 
tlie industries and consccjuentlj the income deri.vcd 
from them. 


Tayeb should he ela-'tic m order to avoid 
^leir eytm imposition to obtun additional revenue 
Bv elastic is meant that taxe^^ can be increased 
without causing a falling off in the revenue deriv- 
ed from them The Income tax has always )ieen 
considered as one of the mo*?! elastic of taxes. 


Incidence of Taxation in India. The only 
object of the Indian tax-system is the production 
of revenue. No attempt is here made to remove 
or modify tlnougli its systems of public finance 
any in-eqiiahties that may exist in the distribution , 
^ Av<-mth among the different clas'JGS of society. 
The Government of India do not professedly 
accept any of the cui rent thcoi ICS of the appoint- 
ment of taxation. In general the Government « 
follows 1 1) the qualified pioportional principal, m 
which income is taken as the standard and the 


amount of public burdens regulated by it, '(2) and 
the progressive principle, which places a heavier' 
late of charge on largC than on small 'income?# i 
since the ability of the tax payer is supposed to 
iiici«ase in a more rapid ratio than the increase of 
Ills income The taxes m India are collected fiom a 
ve.y large variety of sources. There are both the ' 
kinds of taxes heie, direct and indiiect. 'The 
provincial rates (include cesses 

anrl roads, schools etc. and the assessed 

and excise duty areanduect. , 
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Income iacc. The income tax av'hs first im- 
posed in India in 18fi0 in order to meet the finan- 
ciftl dislocation caused hy the mutiny. It was 
levied at the late o£ 4 p c. on all incomes of fi\e 
hundred rupees and upwards. Since then there 
have been many changes. The last revision luis 
in the budget of 1922-23 and the, scale fixed is 
as follows * — 


(a) In the case of every individual, evei’y un- 
registered film and every undivided Hindu familj^ 


(1) When the totnl is less tbm 2000 . 

(21 When the fotnl i' more than 2000 fc les** tlian 


(3) 

J1 


1 

0) 


It 

1 

(5) 

11 

t1 

fl 

ICO 


11 

11 

(7) 

11 

JJ 

It 


500U „ 
„ 10000 „ 
„ 20000 „ 
„ 30000 
„ 400n0 


Xil 

5000 5 pies per rune c 
lOOOO b „ 

20000 9 „ 

SOOfKj 1 ans, 
dOOfjO U „ 

li „ 


rt II 
I* i> 
) )) 
» ft 
II II 


(0) In the ca^c of etery company and eiery 
registeied fiira vshatever its tot«l income, if- ans 
pel rupee. 

In respect of excess over 50000 rupees of total 
income a super-tax varying from one anna in the 
rupee to six annas in the lupee nith the increase 
IS levied 


Incidence, Accoiding to the official calcida- 
tion'j (1913) the incidence of taxes per head of 
population was Ks. 2-11-3 per year. If tlie land 
revenue is to be excluded, the burden would be 
Rs. 1-7-8. The proportion of taxation to the 
average income is nearly 9 p c. Veiy recently 
the incidence of taxation in India in 1922 -nas 
calculated to be at Rs 6 4-3 per head. This included 
land revenues, salt, stamps, excise, provincial rates, 
customs. Income per head is shown to be Rs. 20 
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according to Mr. Dadablioy’s statement, nnd Tls 27 
m 18S1 according to Sii David Barbour’s state- 
ment and Kc ;0 in 1901 according to Lord 
Canon’s statement nnd Bs 50 m 1911 accoiding 
to Mr. Cook’s statement made on 23rd February 
1921 in Council of State. 

Shifting of taxation. In India there is no 
econoimc regt flnf3 a tax on rent may affect 
the prices of agncoltural producta and may be thus 
shifted oa the consumers Customs duties are 
-shifted. 
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APPETOIX. 

''{!) Expjnm the subject matter o£ economics 
nnd discuss its relation to other sciences. 
PP. 1—2. 

'' ( 2 ) Explain “ Wants lead to effort and efforts 
bring satisfaction ” P P* S — 4, 

* (3) What do you understand by production 
of wealth ? Distinguish between Capital and 
Wealth. P 5, 25. 

' (4) Wbat are the different stages of productive 
effort ? P 8 

(5) What aie the natural resouiees of India ? 
Show how they can be utilized. PP. 14 — 15. 

(6) How do you account for the population 
of India being dense in some parts and sparse m 
ethers ? PP 18 — 19, 

(7) Desenbe the system of irngation in India. 
PP 21-22 

(8) What determine the efficiency of labour 1 
Bnefiy state the condition of Indian labour. 
PP. 22—24 

'> (9) Explain what you understand by ‘Division 
of labour.’ Give the advantages and disadvantages 
of division of labour. PP, 29 — 30. 

(10) Explain “ Division of labour is limited 
by the extent of market P. 33. 

.(11) Write notes on J — (a) Law of Diminish- 
ing Keturns. (b) Value — Eelative. (c) Supply 
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' and stock, (d) Demand .and J>upply curves (c) 
PioductiMty o£ labour. (£) Marginal and Total 
Utility ’ PP 8,12 -13, 39-40,36. 

-1* ' ' * 

' (12) State and explain the Li\s o£ Demand. 

P 41. 

■ ' ' ' ' ' 

(13) How 1-3 exchange by baiter oftected ? 

P. 36 

i I • / 

, (1,4) What do vou undeistind by tlie ela;3ticity 

and inelasticity of Demand ? PP. 41 — 42 

t 

. (15) Explain how exQhange value is detei- 

imned m the market. P 37. , i 


(j 6) What arPjthc iinncipal Import and Plx- 
ports of India ? PP. '44 — 46 


\ t ** 


V (17) What lie (ilie qualities of a good metil- 
hc inoney ? State the functions of nipney. 
PP. 46—47 ‘ " , j ' ‘ 

^ (13) Explain: — (a) Mintage and Seignor.age. 

(h) Debasement and Depiecuition. ’ (c) Bimetal- 
lism apd Monometallism PP. ol — 52. ' 

’ (19) Distinguisl^ between Coriveitible and in- 
convertible papei curieiicy ' Sfaie the disa cl vant- 
ages of the Inconvertible Papei Currency. PP. 
o3— 54, 


1 <• I II 

it 


‘ 1 


^ '(20) Desciihle thetmachiheiV.bywhicll pky- 
ments to foreign countries are made. 'P. ‘56. 

(21) Explain briery.: — (I) Council bifis^ (2) 
Ke\eise Councils ^ ,(3; Gold ’Suin'diukV 'Rdsei’ve. 
f4) Gold Exchdtige'Standaid. < (5) iHome fclfiarges. 
PP. 59—60 / : f ,;r. .y ,,, 
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(22) State tlie functions of banks. Expljim 
the composition of Indmn ]\Ioney market giving*' 
briefly the (ievelopmcnt of Indian Banking PP. 
G4— 66. 

(23 J Hov.* does the pioblem of Distiibntion 
ari-se ^ P, 67. - . . > 

(24) Define Kent and e'^plain bow it arises. ‘ 

Show •nhethcr the law of rent is applicable to 
India. Explain “ Rent does not enter into the 
co<t of production ” PP. 7J — 77. , t ^ 

(25) How aie wages determined ? Distinguish 
between Real and Nommnl wages. P. 79. 

(26) What aie the factois that determine the 
mobility of Labour ? How far is Indian Labour 
mobile f P. 86. 

‘ (27) Distinguish between Gross and net In- 
terest. How IS the rate of Interest detei mined ? 

PP. 88—90 

(28) How are Co-operative Societies organised 
in India ? What are the advantages arising out of 
them ? PP. 93, 96. 

(29) Analyse profiits and show how they are 
deteimmed. PP. 97 — 98. 

•(30) What IS the relation between Pioduction 
and Consumption ? PP, 102 — 103. 

(31) Classify Wants. ' PP. 104 — 105, 

- (32) What meaning is attributed to Spending 
and Saving in Economics ? Is there any i elation - 
between the two f PP Hi — 112. 
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*[33) Wliat nro Ili<? function? of Uic State ? 
Bow (lofR it cliiBslfj itf? revnnue ? PP. US — l-f«. 

' i34) Define Tn^ n.n<l im the four ciirtions 
of Adam Smilb. PP. 1J3— 12J. 

- f.'hB Difstingiiioli between fa) Direct and. Tti* 
direct Taxes {h) Tncidenee and Shifting of a 
lax 118—119. 

’ (30) Dxpkin the inoidcnce of Taxation in 
India. PP. 122—123. 


BN I). 


Prinlicd b/ B Q Bann) & Co , ^gra 




